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Manufacturers'  Accounts.— The  term  "manufacturer" 
may  be  said  to  apply  to  any  one  who  makes  goods,  and  as  this  includes 
manufacturers  of  articles  of  the  simplest  kind  up  to  manufacturers  of 
articles  involving  many  processes  in  the  manufacture,  it  is  evident  that  the 
accounts  will  vary  according  to  the  nature  of  the  business.  No  system  of 
accounts  is  equally  applicable  to  all.  For  example,  the  books  and  accounts 
required  to  be  kept  by  a  tailor  (who  is  a  manufacturer)  would  not  suit  the 
requirements  of  a  cotton-mill. 

The  various  kinds  of  manufacturers  may  be  summarised  thus  : — 

1.  Manufacturers  of  one  kind  of  article  only,  the  manufacturing  being 

of  the  simplest  kind. 

2.  Manufacturers  of  a  special  article  to  be  sold  in  addition  to  other 

articles  bought  ready-made  from  other  manufacturers. 

3.  Manufacturers  of  more  than  one  class  of  goods,  each  class  being  made 

in  its  own  department  and  sold  either  by  itself  or  with  other 
articles  bought  ready-made. 

4.  Manufacturers  who  make  goods  "  to  order,"  the  manufacture  of  which 

necessitates  the  work  passing  through  various  departments. 

5.  Manufacturers  of  an  article  or  articles  requiring,  before  they  are  sale- 

able, to  go  through  a  variety  of  processes. 

The  above  classification  is  not  exhaustive,  but  it  will  serve  to  prove 
what  has  already  been  mentioned,  that  no  system  of  accounts  is  equally 
applicable  to  all  manufacturers. 

In  the  first  case  mentioned,  the  manufacturer,  in  most  instances,  wishes 
to  know  the  profit  or  loss  he  is  making  on  the  manufacture,  as  distinct  from 
the  profit  made  on  the  selling  of  the  goods  when  manufactured.  If  he  can 
ascertain  this,  he  will  be  able  to  decide  whether  he  might  not  be  in  a 
relatively  better  position  to  give  up  the  manufacture  and  buy  the  goods 
ready-made  from  some  other  manufacturer.  It  is  therefore  necessary  in  such 
a  case  to  keep  the  books  and  accounts  on  such  a  system  that  the  cost  of 
manufacture  will  be  shown.  If  the  Invoice  Book  has  been  ruled  so  as  to 
show  raw  material  purchased  apart  from  other  purchases  not  directly  con- 
cerned in  the  manufacture  of  the  goods,  and  the  wages  and  expenses  of  the 
factory  are  kept  distinct  from  office  salaries  and  expenses  ;  then,  after  certain 
adjustments  have  been  made,  the  cost  can  readily  be  ascertained.     Assuming 
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that  the  system  adopted  can  show  this,  the  manufacturer  at  the  end  of  the 
year  will  take  stock  of  the  manufactured  goods  on  hand,  valuing  them  at  trade 
or  cost  price,  as  the  case  may  be,  goods  in  process  of  manufacture  at  cost  of 
their  partial  production,  and  raw  material  at  cost.     Take  an  illustration  : — 

Stock  of  manufactured  goods,  Ist  January,  Cost  Price           .         '    .              .  £6,000 

Trade  Price         .              .              .  8,000 

Stock  of  raw  material  at  cost,  1st  January  .....  3,000 

Goods  in  process  of  manufacture  at  cost,  Ist  January            .              .              .  .500 

Purchases  of  raw  material  during  year         .....  10,000 

Productive  wages  for  year  .......  2,500 

Expenses  of  manufacture  (including  rent  of  factory,  proportion  of  partners' 

salaries,  interest  on  capital,  etc.,  etc.)    .....  6,000 

Other  expenses       ........  1,000 

Sales         .........  30,000 

Stock  of  manufactured  goods  at  3 Ist  December,  Cost  Price  .              .              .  2,000 

Trade  Price              .              .  2,650 

Stock  of  raw  material  at  31st  December      .              .              .              .              .  1,900 

Goods  in  process  of  manufacture  at  31st  December   ....  900 

Assuming  that  the  foregoing  figures  have  been  taken  from  the  accounts 
of  a  manufacturer,  his  accounts  for  a  year  to  31st  December  can  be  prepared 
in  two  entirely  different  ways  to  suit  his  own  views  of  what  it  is  desirable 
to  know  of  the  manufacturing  and  trading  branches  of  his  business. 

1st  Method 
Manufacturing  Account 


Jan.     1. 

To  Stock  on  hand — 

Dec. 

31. 

By  Trading  Account- 

-Trade  price 

of 

Raw  material    . 

£3,000 

0 

0 

goods  manufac 

- 

Goods    in     pro- 

tured 

£21,840 

0 

0 

cess  of  manu- 

,, Stock  on  hand — 

facture,  valued 

Raw  material     . 

1,900 

0 

0 

at. 

500 

0 

0 

Goods    in    pro- 
cess of  manu- 
facture . 

£3,500 

0 

0 

900 

0 

0 

Dec.  31. 

„  Purchases   . 

„  Wages 

,,  Expenses     of 
manufacture  . 

,,  Profit   on  manu- 
facture carried 
to   Profit  and 
Loss  Account 

10,000 
2,500 

6,000 
2,640 

0 
0 

0 
0 

0 
0 

0 
0 

£24,640 

0 

0 

£24,640 

0 

0 

Tr 

ADI 

NO 

Account 

Jan.     1. 

To  Stock  of  manufactured  goods 

at 

Dec. 

31. 

By  Sales  . 

£30,000 

0 

0 

trade  price     . 

£8,000 

0 

0 

,,  Stock    of   manu- 

Dec. 31. 

,,  Manufacturing 
Account,  trade 
price  of  goods 
m  a  n  u  f  a  c  - 
tured     . 

,,  Expenses    . 

,,  Gross    profit    on 
trading      car- 
ried to  Profit 
and      Loss 
Account 

21,840 
1,000 

1,810 

0 
0 

0 

0 
0 

0 

factured  goods 
at  trade  price 

2,650 

0 

0 

£32,650 

0 

0 

£32,650 

0 

0 
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Under  this  method  the  manufacturing  department  shows  a  profit  of 
£2640.  In  arriving  at  this  profit,  it  has  been  assumed  that  the  trade  price 
of  the  goods  manufactured  is  £21,840,  that  is,  if  the  manufacturer  had  had 
to  buy  his  goods  ready-made  they  would  have  cost  him  that  amount.  In 
order  therefore  to.  ascertain  whether  it  pays  him  to  manufacture  his  own 
goods,  an  account  such  as  the  Manufacturing  Account  shown  above  should 
be  prepared.  The  Trading  Account  having  been  charged  with  the  trade 
price  of  the  goods  manufactured,  it  follows  that,  in  order  to  ascertain  his 
profit  on  trading,  the  stock  of  manufactured  goods  must  also  be  valued  at 
trade  price  and  incorporated  in  this  account,  the  result  being  a  profit  on 
trading  of  £1810. 

It  will  therefore  be  seen  that  the  gross  profit  for  the  year  has  been 
£4450,  consisting  of — 


Profit  on  manufacturing  goods 
Gross  profit  on  trading 


£2640     0     0 
1810     0     0 

£4450      0      0 


As  to  how  the  manufacturer  ascertains  the  trade  price  of  the  goods 
manufactured,  this  may  be  by  various  ways.  He  may  be  in  a  position  to 
actually  know  the  current  market  value  of  his  productions,  or  he  may  have 
to  estimate  their  value  by  adding  a  certain  percentage  to  cost  as  the  recog- 
nised percentage  earned  in  the  trade. 

2nd  Method 
Manufacturing  Cost  Account 


Jan.    1.  To  Stock- 
Raw  material     .     £3,000     0     0 
Goods    in     pro- 
cess of  manu- 
facture .         .  500    0     0 


Dec.  31.    ,,  Purchases 
„  Wages 
,,  Expenses 


£3,500 

0 

0 

.      10,000 

0 

0 

2,500 

0 

0 

6,000 

0 

0 

£22,000 

0 

0 

Dec.  31.   By  Stock- 
Raw  material    .     £1,900     0     0 
Goods    in     pro- 
cess of  manu- 
facture .         .  900     0     0 

£2,800    0     0 
,,  Trading  account, 
cost  of  goods 
manufactured      19,200     0     0 


£22,000     0     0 


TRADiNa  Account 


Jan.    1.  To  Stock  of  manufactured  goods  at 


cost 

Dec.  31.  ,,  Manufacturing 
account,  cost 
price  of  goods 
manufactured 

,,  Expenses     . 

,,  Profit  carried  to 
Profit  and  Loss 
Account 


£6,000     0     0 


19,200    0     0 
1,000    0     0 


5,800     0    0 
£32,000    0     0 


Dec.  31.  By  Sales  .         .         .  £30,000    0    0 
,,  Stock    of    manu- 
factured goods 
at  cost   .         .       2,000    0    0 


£32,000    0    0 


Under  the  second  method  no  account  is  taken  of  the  trade  price  at  aU 
and  the  goods  are  valued  at  cost  throughout.  The  trading  department,  as 
it  were,  agrees  to  take  the  goods  from  the  manufacturing  department  at 
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their  actual  cost,  so  that  no  profit  or  loss  is  shown  on  the  manufacture. 
The  stock  of  manufactured  goods  is  valued  at  cost  in  the  Trading  Account, 
as  the  goods  manufactured  are  also  charged  at  cost.  By  this  treatment  a 
profit  on  the  trading  of  £5800  is  arrived  at,  an  excess  of  £1350  over  the 
total  gross  profit  shown  by  the  first  method.  The  difference  in  the  valua- 
tion of  the  stock  accounts  for  this. 

The  first  method  is  the  preferable  one,  as  it  is  certainly  valuable  to 
know  whether,  and  by  how  much,  each  department  of  the  business  justifies 
its  continuance,  and  also  the  inclusion  in  the  Balance  Sheet  of  the  stock  on 
hand  at  the  trade  price  instead  of  the  cost  price  is  preferable,  if  the  latter 
differs  widely  from  the  former,  as  showing  the  value  of  the  stock  in  the 
ordinary  market ;  but  in  connection  with  the  first  method,  care  should 
certainly  be  taken  that  the  stock  is  not  unduly  appreciated.  In  fact,  when 
this  method  is  adopted  it  might  be  advisable,  with  the  view  of  absolutely 
preventing  any  undue  appreciation  of  the  stock,  to  treat  the  manufacturing 
and  trading  business  as  one  concern,  and  to  have  a  reserve  in  the  Balance 
Sheet  of  the  excess  of  the  stock  as  valued  at  trade  prices  over  its  actual 
cost  value.  Where  the  trade  price  is  less  than  cost,  the  cost  price  will  be 
ignored  and  the  trade  price  will  appear  in  the  Balance  Sheet.  This  would 
prevent  any  risk  of  interfering  with  the  recognised  principles  of  the  valua- 
tion of  stock  as  given  in  the  article  on  Stocktaking. 

In  the  second  class  of  manufacturer  mentioned,  where  a  certain  article 
is  manufactured  and  sold  together  with  other  articles  bought  ready  made, 
the  manufacturer  will  in  this  case,  as  in  the  first,  wish  to  ascertain  what 
profit  or  loss  is  being  made  on  the  manufacture  of  that  special  article  apart 
from  the  profit  or  loss  made  on  his  general  trading.  To  enable  him  to 
attain  this,  the  Invoice  Book  will  require  to  have  columns  for  the  purchase 
of  raw  materials  as  distinct  from  the  purchase  of  manufactured  goods,  and 
the  Manufacturing  Account  would  be  similar  to  that  shown  under  the  first 
method  given  above,  the  Trading  Account  being  charged  with  the  trade 
price  of  the  goods  manufactured,  together  with  the  purchases  of  manu- 
factured goods.  The  stock  of  goods  manufactured  by  the  trader  himself 
would,  if  a  Manufacturing  Account  was  to  be  prepared,  require  to  be  valued 
at  trade  price  and  incorporated  in  the  Trading  Account,  where  the  stock  of 
the  goods  bought  ready  made  would  also  appear,  and  which,  of  course,  would 
be  valued  at  cost  price.  Unless  the  sales  of  the  trader's  own  goods  were 
kept  distinct  from  the  sales  of  the  ready-made  goods,  the  profit  on  the 
sale  of  each  could  not  be  arrived  at,  and  even  if  these  were  kept  separate, 
the  allocation  of  the  expenses  between  the  two  classes  of  goods  would  have 
to  be  made  at  the  end  of  the  year.  It  is  therefore  sufficient  in  such  cases 
if  the  profit  or  loss  on  manufacture  can  be  distinguished  irom  the  profit  on 
the  whole  trading.  Where  the  sales  of  the  trader's  own  goods  have  been 
kept  quite  distinct  from  the  other  sales,  the  expenses  of  distributing  the 
goods  would  require  very  careful  apportionment  before  the  profit  or  loss  on 
the  trading  in  the  two  classes  of  goods  could  be  ascertained.  For  example, 
most  of  the  advertising  would  in  all  probability  consist  of  advertising  the 
special  article  manufactured  by  himself,  and  items  such  as  that  would 
require  special  attention. 

Adverting  to  the  third  class  of  manufacturers,  it  will  be  at  once  observed 
that  a  manufacturer  in  this  case  will  desire  to  know  the  profit  or  loss  he  is 
making  on  each  department,  and  for  that  purpose  the  Invoice  Book  and  Day 
Book  will  require  to  be  ruled  with  columns  for  each  department,  together 
with  columns  for  goods  not  produced  by  the  manufacturer  himself.  The 
wages  and  expenses  of  production  will  require  to  be  allocated  between  the 
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different  departments,  as  also  the  indirect  expenses  of  production.  These 
latter  expenses  will  be  apportioned  according  to  the  volume  of  business 
done,  that  is,  according  to  the  sales  of  the  department,  and  by  means  of 
trading  accounts  for  each  department  the  profit  or  loss  on  each  will  be 
ascertained.  As  in  the  first  two  cases,  if  it  is  desired  to  find  the  profit  or 
loss  on  the  manufacture.  Manufacturing  Accounts  for  each  department  will 
require  to  be  made  out  and  credited  with  the  trade  price  of  the  goods  manu- 
factured, the  Trading  Accounts  of  the  various  departments  being  debited. 

A  manufacturer  coming  under  the  fourth  class  who  makes  goods  "  to 
order"  will,  in  addition  to  arriving  at  his  profit  or  loss  by  means  of  a 
Trading  Account,  be  desirous  of  ascertaining  his  profit  or  loss  on  each 
separate  contract.  Reference  is  made  to  "  Cost  Accounts  suitable  to  Jobbing 
Tradesmen,"  vol.  ii.  p.  252  ;  "  Cost  Records  or  Factory  Accounting,"  vol.  ii. 
p.  260 ;  and  "  Factory  Organisation  and  Costing  Arrangements,"  vol.  ii.  p. 
464.  Under  one  or  other  of  these  articles  will  be  found  systems  suitable  to 
such  manufacturers. 

The  accounts  of  manufacturers  coming  under  the  last  group  present  no 
special  feature.  In  such  cases,  however,  the  manufacturer  will  be  desirous 
of  finding  the  cost  per  ton  or  unit  of  the  goods  manufactured,  and  perhaps 
also  the  cost  of  the  various  processes.  This  subject  has  also  been  dealt  with 
under  "  Cost  Records  or  Factory  Accounting  "  already  referred  to. 

The  Account  Books  required  by  a  manufacturer  are  Cash  Book,  Day 
Book,  Invoice  Book,  Returns  Books,  Bills  Books,  Ledgers,  Petty  Cash  Book, 
Wages  Book,  and  certain  subsidiary  books,  the  form  and  nature  of  which 
depend  on  the  particular  circumstances  of  each  case.  Reference  is  made  to 
the  article  on  "  Book-keeping,"  vol.  i.  p.  406. 

IVIa.rg'in. — The  term  margin  is  used  to  denote  the  proportion  of  the 
market  value  of  property  or  securities  upon  which  loans  have  been  granted, 
which  the  lender  regards  as  representing  the  value  which  he  will  not 
advance,  but  which  he  will  look  upon  as  necessary  to  protect  him  from  any 
risk  of  loss  through  depreciation  in  the  value  of  the  securities.  In  the  case 
of  heritable  property  the  recognised  margin  is  about  one-third.  Thus  the 
owner  of  heritable  property  worth  £3000  can  always  borrow  upon  it,  at  the 
very  keenest  rates,  the  sum  of  £2000.  The  margin  is  usually  considered  as 
a  percentage  of  the  market  value  of  securities.  The  margin  in  consols  is 
about  5  per  cent.  Thus,  if  consols  are  at  £100  in  the  market,  the  holder 
of  £1000  of  consols  would  receive  a  loan  from  the  bank  on  the  security  of 
them  of  £950  at  the  lowest  rate  of  interest.  The  margin  in  other  stocks 
subject  to  fluctuation  may  be  10,  15,  or  even  20  per  cent.  Banks  some- 
times grant  loans  to  customers  on  the  security  of  stocks,  on  the  condition 
that  the  customer  agrees  to  maintain  an  average  margin  of  10  per  cent, 
and  not  to  overdraw  his  account  beyond  this.  By  this  means  any  one  who 
has  a  small  amount  of  capital  is  enabled  with  the  help  of  a  bank  to  control  a 
large  amount  of  securities.  When  the  rate  of  interest  is  very  low  the  tempta- 
tions to  hold  stocks  by  this  method  are  considerable,  but  the  effect  of  doing 
so  is  still  further  to  raise  prices  and  make  the  rate  of  interest  still  lower. 

IVIarg'inal  Credits. — A  marginal  credit  is  a  form  of  bill  issued 
by  a  Bank  to  its  customers  for  the  purpose  of  placing  funds  abroad.  For  the 
prevention  of  fraud,  it  is  usual  to  print  on  these  documents  the  amounts  for 
which  they  are  granted  when  the  sums  are  large.  When  a  marginal  bill  is 
applied  for,  it  is  necessary  to  give  the  name  and  address  of  the  purchaser, 
the  name  of  the  person  who  is  to  draw  the  bill,  the  date  on  or  before  which 
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it  is  to  be  drawn,  and  the  currency  at  which  it  is  to  be  drawn.  The 
counterfoil  (or  margin)  of  the  marginal  bill  contains  the  authority  signed 
for  and  on  behalf  of  the  Bank,  to  the  person  named  to  issue  a  draft  or  bill 
on  the  Bank  (a  fonn  of  which  is  annexed)  for  a  certain  sum  named,  which 
is  payable  in  London.  When  sold  abroad,  the  buyer  gets  both  the  bill  and 
the  relative  credit,  and,  when  accepting,  the  acceptor  retains  the  authorising 
credit,  the  holder  thereafter  relying  solely  upon  the  bill.  There  is  no  stamp 
duty  when  the  credit  is  issued,  but  of  course  the  bill  when  negotiated  in  this 
country  is  liable  to  the  usual  duty.  These  marginal  bills  or  credits  are 
either  secured  by  a  special  deposit  of  the  amount  or  by  the  lodgment  of 
other  security.  In  the  latter  case,  interest  is  charged  as  well  as  commission 
up  to  the  date  of  payment.  Should  any  bills  be  returned  unused,  it  is  usual 
for  the  Bank  to  charge  only  half  rates  of  commission.  The  credits  are  not 
available  for  longer  than  six  months  before  the  relative  bills  are  drawn,  and 
the  bills  themselves  must  also  be  drawn  at  a  currency  not  exceeding  six 
months'  sight.  J.  Macbeth  Forbes. 

Marine  Insurance. — Origin  of. — Eminent  writers  on  the  law 
of  insurance  have  sometimes  ventured  the  conjecture  that  insurance  was 
known  to  the  Romans,  and  possibly  even  to  the  Greeks.  Mr.  Duer  prefaces 
his  valuable  treatise  on  this  subject  by  an  elaborate  argument  in  favour  of 
this  hypothesis.  But  the  whole  argument  amounts  to  this :  First,  their 
commerce  was  so  extensive,  and  the  perils  of  their  navigation  so  great,  as 
almost  to  require,  and  therefore  to  imply,  the  practice  of  insurance. 
Secondly,  the  emperors,  who  imported  large  cargoes  of  corn  from  Africa  and 
elsewhere,  to  feed  and  quiet  the  hungry  and  tumultuous  multitude  that 
filled  their  great  city,  probably  bore  the  loss  when  the  cargoes,  by  reason  of 
wreck  or  piracy,  failed  to  arrive.  Thirdly,  the  contracts  of  bottomry  and 
respondentia  were  well  known,  in  frequent  use,  and  guided  by  full  and 
minute  legal  provisions,  under  the  titles  "  De  nautico  foenore "  and  "  De 
usuris."  The  decisive  argument  against  any  existence  of  insurance  in  those 
ages  is  to  be  found  in  the  fact  that  the  Roman  law,  which,  in  its  systematic 
completeness,  neglected  none  of  the  affairs  or  transactions  of  life,  is  perfectly 
silent  in  reference  to  insurance.  We  have  said  that  contracts  of  bottomry 
and  respondentia  were  carefully  and  minutely  regulated.  It  was  of  the 
essence  of  those  contracts  that,  if  money  was  borrowed  on  the  security  of 
ships  or  cargoes,  the  lender  was  permitted  to  require,  and  the  borrower  per- 
mitted to  contract  for,  a  far  larger  interest  than  would  otherwise  be  allowed, 
provided  it  was  a  part  of  the  contract  that,  if  the  ship  or  cargo  was  lost  by 
a  peril  of  the  sea,  the  lender  should  make  no  demand  on  the  borrower  for 
any  part  of  the  debt,  principal,  or  interest.  Here  the  lender  takes  upon 
himself  the  risk  of  the  loss  of  the  property,  and  is  paid  for  this  risk  by  the 
increased  interest.  It  is  so  far  of  the  nature  of  insurance.  It  would  seem 
impossible  that  contracts  of  this  kind  should  be  recognised  as  frequent  in 
practice,  and  regulated  by  careful  provisions  of  law,  and  yet  that  the  con- 
tract of  direct  insurance  should  also  exist  in  practice,  and  be  wholly  passed 
over  and  ignored  by  the  law.  It  is  equally  impossible  to  believe  that  such 
a  practice  as  that  of  marine  insurance  should  ever  exist,  and  pass  wholly 
away,  not  only  out  of  use,  but  out  of  knowledge.  But  there  are  no  traces 
of  it  in  the  centuries  of  the  decline  and  destruction  of  the  Roman  Empire 
until  we  come  far  down  in  mediseval  ages.  It  is  generally  supposed  to  have 
been  invented  in  Italy  about  the  thirteenth  century,  and  was  introduced 
into  England  by  the  Lombards.  It  has  certainly  been  connected  with 
Lombard  Street  and  the  Royal  Exchange  for  three  centuries  and  more; 
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according  to  Malynes  (writing  in  1622),  in  every  policy  made  at  Antwerp, 
and  in  the  Low  Countries  down  to  that  date,  there  was  a  clause  that  "  this 
policy  of  insurance  shall  be  of  as  much  force  and  effect  as  the  surest 
hitherto  made  in  Lombard  Street  or  in  the  Eoyal  Exchange,  or  elsewhere 
in  London."  The  statute  43  Eliz.  c.  12  (1601)  speaks  of  its  having  been, 
time  out  of  mind,  an  usage  among  merchants,  both  of  this  realm  and  foreign 
countries,  when  they  make  any  great  adventure  (especially  into  remote 
parts)  to  give  some  consideration  of  money  to  other  persons  to  have  from 
them  assurance  made  of  their  goods  and  merchandises,  ships,  and  things 
adventured  (or  some  part  thereof),  at  such  rates  and  in  such  sort  as  the 
parties'  assurers  and  the  parties  assured  can  agree,  which  course  of  dealing 
is  commonly  called  a  policy  of  insurance.  There  is  no  record  of  any  trial 
affecting  questions  of  marine  insurance  earlier  than  the  end  of  the  sixteenth 
century,  and  the  report  of  this  first  action,  which  occurred  in  the  thirty-first 
year  of  the  reign  of  Queen  Elizabeth,  shows  that  at  this  period  the  judges 
were  unacquainted  with  even  the  nature  of  insurance  contracts.  Whether 
it  was  owing  to  this  judicial  ignorance,  or  to  other  causes,  actions  continued 
very  rare  for  more  than  half  a  century  afterwards,  the  total  number  from 
the  reign  of  Queen  Elizabeth  till  the  year  1756,  when  Lord  Mansfield 
became  Lord  Chief-Justice,  not  exceeding  threescore  so  far  as  reported. 
It  was  mainly  this  eminent  judge  who,  after  devoting  himself  assiduously 
and  earnestly  to  the  principles  of  the  subject,  and  their  application  in  other 
countries,  laid  in  numerous  decisions  the  basis  of  what  came  to  serve,  in 
default  of  an  actual  codex,  as  a  law  system  of  marine  insurance.  In 
marine  insurance,  as  in  other  branches  of  the  law-merchant,  the  usage  and 
practice  of  mercantile  men  is  allowed  to  govern  very  largely  the  meaning 
of  the  contract,  provided  they  do  not  run  counter  to  legal  principles. 

Nature  of  Contract. — Marine  insurance  is  a  contract  whereby  one  party, 
for  an  agreed  consideration,  undertakes  to  indemnify  the  other  against  loss 
arising  from  certain  perils  or  sea-risks,  to  which  his  ship,  merchandise,  or 
other  interest  in  a  maritime  adventure  may  be  exposed  during  a  certain 
voyage  or  a  certain  period  of  time.  The  very  essence  of  the  contract  of 
marine  insurance  is  that  it  is  a  contract  of  indemnity ;  its  sole  and  exclusive 
object  is  to  procure  for  the  assured  indemnity,  in  the  strictest  sense  of  that 
word,  for  any  losses  he  may  sustain  through  the  agency  of  those  sea-risks 
against  the  effect  of  which  the  underwriter  by  the  terms  of  his  policy  stands 
pledged  to  protect  him.  Hence  an  interest  in  the  subject  of  insurance  is  of 
the  very  essence  of  the  right  to  recover  upon  the  contract.  In  the  absence 
of  such  an  interest  the  plaintiff  is  not  damnified,  although  there  may  have 
been  a  total  loss  of  the  thing  insured. 

Explanation  of  Terms. — The  party  interested  in  the  property  or  thing 
insured  is  called  the  insured,  or  assured.  The  property  or  thing  itself  is 
called  the  subject  of  insurance.  The  title  or  interest  which  the  assured  has 
in  the  subject  of  insurance  is  called  his  insurable  interest.  The  party 
undertaking  to  indemnify  the  assured  against  loss  is  called  the  insurer  or 
underwriter.  The  consideration  for  which  he  so  undertakes  to  indemnify 
him  is  called  the  premium.  The  instrument  by  which  the  contract  of  in- 
demnity is  effected  is  called  the  policy.  That  which  is  insured  against  is 
loss  arising  from  marine  casualties.  These  casualties  are  in  technical 
language  called  sometimes  the  perils  insured  against  and  sometimes  the  risks 
covered  by  the  policy,  expressions  which  mean  one  and  the  same  thing,  and 
are  employed  to  signify  those  causes  of  loss  against  the  effect  of  which  the 
underwriter  undertakes  by  his  contract  to  indemnify  the  assured.  The  in- 
terest of  the  assured  is  technically  said  to  be  covered  by  the  policy  when  the 
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sum  or  a^pregate  of  sums  insured  in  the  policy  is  sufficient  to  afford  him 
full  compensation  for  whatever  loss  that  interest  may  sustain.  If  the  value 
of  his  interest  exceeds  the  sum  insured  the  excess  of  interest  is  said  to  be 
"  uncovered  by  the  policy,"  and  the  assured  to  be  "  his  oivn  insurer  to  that 
extent"  When  the  liability  of  the  underwriter  commences  under  the  con- 
tract the  technical  mode  of  expressing  this  is  by  saying  that  "  the  policy 
attaches"  or  "  the  risk  begins  to  run"  from  that  time. 

Nature  and  Extent  of  Indemnity. — In  Great  Britain  and  the  United 
States  the  contract  of  marine  insurance  was  always  considered  applicable 
to  protect  men,  not  only  against  such  events  as  may  occasion  the  depriva- 
tion of  that  which  they  may  actually  possess,  but  against  those  also  which 
would  intercept  from  them  the  advantage  or  profit  which,  but  for  such 
events,  they  would  acquire  in  the  ordinary  and  probable  course  of  things. 
Hence  in  this  country  the  loss  arising  from  the  interception,  by  the  perils 
insured  against,  of  future  freight  and  expected  profit  is  quite  as  legitimate 
an  object  of  that  indemnity  which  marine  insurance  can  afford,  as  the 
damage  actually  inflicted  by  the  same  perils  upon  ships  or  merchandise. 
A  lawful  marine  adventure  is  when  any  property  is  exposed  to  maritime 
perils,  or  when  any  pecuniary  benefit  or  security  is  endangered  by  exposure 
to  maritime  perils,  or  when  any  liability  to  a  third  party  is  incurred  by 
persons  interested  in  property  so  exposed.  Maritime  perils  are  the  perils 
consequent  on,  or  incidental  to  the  navigation  of  the  sea,  and  comprise  perils 
of  the  seas,  fire,  war  perils,  pirates,  rovers  and  thieves,  captures,  seizures,  and 
restraints,  and  the  detainments  of  princes  and  peoples,  jettisons  and  barratry, 
and  any  other  perils  designated  by  the  policy.  The  general  rule  is  that  the 
underwriter  (or  insurer)  in  a  sea  policy  insures  only  against  sea  risks ;  and 
if  the  poKcy  is  meant  to  cover  other  risks,  they  must  either  be  specified  in 
the  policy  or  implied  by  usage,  e.g.  losses  on  inland  waters  or  on  a  land 
adventure  which  is  incidental  to  a  sea  voyage  (see  Bodocanachi  v.  Elliott, 
1873,  L.R.  8,  C.P.  649 ;  Boehm  v.  Combe,  1813,  2  M.  and  S.  172 ;  Hewitt  v. 
U.M.LC.  of  Scandinavia,  1892,  8  T.  L.E.  402 ;  Pelly  v.  Boy.  Ex.  A.G.,  1757, 
1  Burr.  341 ;  Harrison  v.  Ellis,  1859,  7  El.  and  Bl.  465  ;  Baring  Bros.  v. 
Marine  I.G.,  1894,  10  T.  L.R  276). 

Who  can  be  Insured. — It  is  one  of  the  conditions  essential  to  a  policy 
(as  being  a  contract  of  indemnity  only)  that  the  person  for  whose  benefit  it 
is  made  should  have  an  interest  in  the  subject  of  insurance,  which  is  called 
an  insurable  interest.  A  person  is  interested  in  a  subject  of  insurance  who 
stands  in  any  relation,  legal  or  equitable,  to  the  adventure,  in  consequence 
of  which  he  benefits  by  the  safety  or  due  arrival  of  insurable  property,  or  is 
prejudiced  by  loss  or  damage  thereto,  or  by  the  detention  thereof,  or  incurs 
any  liability  in  respect  thereof.  The  tendency  of  modern  law  is  to  recog- 
nise an  insurable  interest  in  all  cases  where  there  is  legal  foundation  for 
doing  so.  The  assured  cannot  acquire  an  interest  by  any  act  of  his  after 
the  date  of  loss.  The  question  of  insurable  interest  in  goods  may,  and 
frequently  does,  depend  on  how  far  under  the  contract  of  sale  the  property 
has  passed  before  the  date  of  loss.  An  insurer  has  an  interest  to  reinsure. 
A  carrier  has  an  interest  to  insure  to  the  extent  of  his  responsibility,  so  a 
lender  on  bottomry  or  respondentia,  or  a  mortgagee,  to  the  extent  of  his 
loan.  In  the  latter  case  the  mortgagor  has  an  insurable  interest  for  the 
full  value  of  the  subject ;  while  the  mortgagee,  if  he  insures  for  the  benefit  of 
the  mortgagor  as  well  as  himself,  may  then  insure  to  the  full  insurable  value. 

The  following  persons  have  an  insurable  interest  in  the  ship : — Ship- 
owners, whether  they  are  registered  or  not,  equitable  as  well  as  legal,  even 
though  they  let  their  ship  to  a  charterer  who  makes  himself  responsible  for 
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her  full  value,  or  one  part  owner  leases  her  to  another  part  owner  who 
makes  himself  liable  for  damage  to  her,  and  a  part  owner  who  has  paid  for 
the  whole  ship  which  was  registered  half  in  his  name  and  half  in  that  of  his 
co-owner,  and  by  his  authority  insures  her  for  her  full  value,  has  an  in- 
surable interest  in  the  whole  ship.  Charterers  can  insure  a  ship  if  they 
have  contracted  to  pay  for  her  in  case  of  loss,  or  if  they  have  undertaken  to 
insure  her ;  vendors  of  a  ship  if  they  assume  a  risk  in  connection  with  her. 

Prima  facie  shipowners  alone  have  an  insurable  interest  in  freight,  and 
advances  on  account  of  freight  subject  to  risk  of  voyage ;  or  assignees  of  the 
ship  ;  but  charterers  can  insure  freight  if  they  recharter  the  ship  or  put  her 
up  as  a  general  ship,  or  if  they  carry  their  own  goods,  they  can  insure  the 
profit  they  expect  to  make,  and  their  insurable  interest  extends  to  the  full 
amount  of  the  freight,  and  not  merely  to  the  excess  of  that  freight  over 
what  they  have  to  pay  the  shipowner.  Charterers  may  also  insure  dead 
freight  which  they  are  liable  to  pay  under  the  charter-party,  and  also  the 
advance  freight. 

Generally  the  insurable  interest  in  goods  vests  in  the  person  who  has 
the  right  of  property.  Shippers  of  goods  have  an  insurable  interest  if  they 
take  the  risk  of  goods  shipped  by  them.  "  The  fact  of  a  person  being 
named  as  shipper  (or  assignee)  in  the  bill  of  lading  is  prima  facie  evidence 
of  insurable  interest,  but  is  not  conclusive  on  the  point,  if  he  is  really  only 
an  agent  and  nothing  more,  i.e.  he  has  made  no  advances,  and  has  no  liens 
against  the  shipped  goods,  he  has  no  insurable  interest.  A  mere  agent 
without  possession  or  lien  does  not  have  insurable  interest  to  the  extent  of 
the  value  of  the  goods  simply  because  his  name  appears  in  the  bill  of  lading 
and  not  his  principal's,  and  the  general  rule  is  that  to  constitute  an  interest 
insurable  against  a  peril  it  must  be  an  interest  such  that  the  peril  would 
by  its  proximate  effect  cause  damage  to  the  assured  "  (Willes,  J.,  Seagram 
V.  Union  M.I.G.,  1866,  L.R.  1,  C.P.  305).  Carriers,  warehousemen,  trustees, 
bankrupts  in  possession  of  after-acquired  property  by  leave  of  their  assignees, 
consignees,  factors,  agents,  mortgagors,  and  mortgagees  may  all  have  an  in- 
surable interest  in  goods. 

A  shipowner  has  an  insurable  interest  in  the  profits  which  he  expects  to 
make  on  a  voyage  by  a  cargo  which  he  intends  to  ship,  and  so  has  a 
charterer.  "  Profits  may  be  insured  on  the  ground  that  they  form  an  addi- 
tional part  of  the  value  of  the  goods  in  which  the  plaintiff  has  already  an 
interest "  {Stockdale  v.  Dunlop,  1840,  6  M.  and  W.  224).  Two  conditions 
must  be  complied  with  in  order  to  recover  under  a  policy  on  profits — (a) 
the  goods  in  which  the  profits  are  expected  must  legally  belong  to  the 
assured,  i.e.  by  a  valid  contract ;  (b)  it  must  show  that  profits  would  have 
been  made  on  the  goods  if  they  had  arrived.  The  goods  from  which  the 
profits  are  expected  must  also  generally  be  shown  to  have  been  exposed  to 
the  perils  in  the  policy  unless  the  policy  expressly  covers  profit  on  goods 
not  actually  put  on  board,  but  only  ready  and  contracted  to  be  so ;  and  by 
so  wording  the  poUcy,  a  person  buying  goods  of  another  which  are  to  arrive, 
and  afterwards  contracting  to  sell  them  to  a  third  party  at  profit,  can  in- 
sure such  profit. 

Classification  of  Policies. — An  interest  policy  is  one  which  shows  by  its 
form  that  the  assured  has  a  real,  substantial  interest  in  the  thing  insured. 
A  wager  policy  (sometimes  called  an  honour  policy)  is  one  which  contains 
words  implying  that  the  contract  it  embodies  is  not  really  an  insurance,  but 
a  wager,  i.e.  a  pretended  insurance,  founded  on  a  fictitious  risk,  where  the 
assured  has  no  interest  in  anything  insured.  A  wager  poUcy  is  generally 
known  by  having  one  or  other  of  the  following  clauses  written  on  the  face 
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of  it : — "  interest  or  no  interest,"  or  "  without  further  proof  of  interest  than 
the  policy,"  or  some  analogous  clause,  showing  that  the  assured  means  to 
give  no  proof  of  his  having  any  interest  whatever  in  the  subject  insured 
except  the  mere  production  of  the  policy  itself,  and  thereby  bringing  him 
directly  within  the  scope  of  the  Act  19  Geo.  11.  c.  37,  sec.  1,  which  pro- 
hibits all  such  policies  as  gaming  policies,  except  in  certain  specified  cases. 
A  valued  policy  is  one  in  which  the  agreed  value  of  the  subject  insured,  as 
between  the  assured  and  underwriter,  for  the  purposes  of  the  insurance,  is 
expressed  on  the  face  of  the  policy.  An  open  policy  is  one  in  which  the 
value  of  the  subject  insured  is  not  thus  fixed  or  agreed  in  the  policy  as 
between  the  assured  and  the  underwriter,  but  is  left  to  be  estimated  in  case 
of  loss.  The  chief  practical  difference  between  valued  and  open  policies  in 
case  of  loss  is  that  in  the  former  the  value  is  fixed  by  the  policy,  in  the 
latt-er  it  must  be  proved  by  the  production  of  tradesmen's  bills,  invoices, 
bills  of  shipping  charges,  surveyor's  estimates,  and  other  necessary  vouchers. 
A  voyage  policy  is  one  in  which  the  limits  of  the  voyage  are  designated  in 
the  policy  by  specifying  a  certain  place  at  which  it  is  to  begin  (called  the 
terminus  aquo)  and  another  at  which  it  is  to  end  (called  the  terminus 
adqu^m),  as,  for  instance,  where  a  ship  is  insured  "  at  and  from  London  to 
Buenos  Ayres."  A  time  policy  is  one  in  which  the  limits  of  the  risk  are 
designated  only  by  certain  fixed  periods  of  time  at  which  it  is  respectively 
to  begin  and  end,  as  where  a  ship  is  insured  "  from  the  1st  of  January  1903 
to  1st  of  June  1903,"  or  for  three,  six,  or  twelve  months,  etc.  Sometimes 
policies  partake  of  the  nature  of  both  time  and  voyage  policies,  as  where  a 
ship  is  insured  "  from  London  to  Buenos  Ayres  for  six  months,"  or  "  from 
the  1st  January  1903  to  the  1st  of  June  in  the  same  year  on  the  ship  at 
and  from  London  to  Buenos  Ayres,"  or  "  for  twelve  months  from  the  date 
of  sailing  from  Leith."  A  named  policy  is  one  in  which  the  adventure  is 
limited  to  a  ship  specifically  named  therein,  as  where  goods  by  the  ship 
Emma  are  insured  from  Hamburg  to  London.  A.  floating  policy  is  one  in 
which  there  is  no  limitation  of  the  risk  to  a  particular  ship,  as  where  goods 
"  on  ship  or  ships  "  are  insured  for  the  same  voyage. 

Form  of  Policy. — The  forms  of  policy  employed  in  different  mercantile 
communities  are  various.  The  merchants  and  underwriters  of  Great  Britain 
have  adhered  with  persevering  tenacity  to  the  old  and  hardly  intelligible 
form  which  was  introduced  at  an  early  period  into  England,  and  although 
this  has  always  been  regarded  by  the  courts  of  law  as  an  absurd  and 
incoherent  instrument,  yet  length  of  time  and  a  variety  of  decisions  have 
now  given  it  such  a  degree  of  certainty  that  it  is  now  likely  to  be  retained 
among  the  chief  instruments  of  English  commerce. 

The  ordinary  voyage  policy  is  known  as  the  Lloyds'  Policy,  and  as  such 
is  sanctioned  by  statute.     Its  form  is  as  follows : — 

Be  it  known  that  ^ 

^-  ^-  as  well  in 

own  name  as  for  and  in  the  name  and 

Delivered  names  of  all  and  every  other  person  or  persons,  to  whom  the  same  doth, 

^y  ~j  may,  or  shall  appertain,  in  part  or  in  all ;  doth  make  assurance,  and 

19 cause  2                                                                               and  them  and  every  of 

^^- them  to  be  insured,^  lost  or  not  lost,  at  and  from  * 

[Stamp]  6  upon  any  kind  of  goods  and  mer- 

^  and  2  Blanks  for  the  name  or  names  of  the  party  for  whom  or  by  whom  the  policy  is 
effected. 

^  Clause  "lost  or  not  lost." 

*  Blank  for  the  description  of  the  voyage  insured. 

'  Clause  specifying  the  subject  insured. 


MARINE  INSURANCE  11 

£10,000       chandises,  and  also  upon  the  body,  tackle,  apparel,  ordnances,  munition, 

of  smns^  ^  artillery,  boat,  and  other  furniture,  of  and  in  the  good  ship  or  vessel 

insured.]     called  the^  ;  whereof  is  master,  under  God,  for  the 

present  vojrage"  ,  or  whosoever  else  shall  go 

for  master  in  the  said  ship,  or  by  whatsoever  other  name  or  names  the 

same  ship  or  the  master  thereof  is  or  shall  be  named  and  called. 

^  Beginning  the  adventure  upon  the  said  goods  and  merchandises  from 
the  loading  thereof  on  board  the  said  ship  ; 

upon  the  said  ship,  etc.  ,  and  so  shall  continue  and 

endure,  during  her  abode  there  on  the  said  ship,  etc. ;  and  further,  until 
the  said  ship,  with  all  her  ordnance,  tackle,  apparel,  etc.,  and  goods  and 
merchandises  whatsoever,  shall  be  arrived  at  ; 

upon  the  said  ship,  etc.,  until  she  hath  moored  at  anchor  twenty-four 
hours  in  good  safety,  and  upon  the  goods  and  merchandises,  until  the 
same  be  there  discharged  and  safely  landed. 

®  And  it  shall  be  lawful  for  the  said  ship,  etc.  in  this  voyage,  to 
proceed,  sail  to,  and  touch,  and  stay  at  any  ports,  or  places  whatsoever" 
without  prejudice  to  this  insurance. 

'  The  said  ship,  etc.  goods  and  merchandises,  etc.  for  so  much  as 
concerns  the  assured,  by  agreement  between  the  assured  and  assurers  in 
this  policy,  are  and  shall  be  valued  at 

^^  Touching  the  adventures  and  perils  which  we,  the  assurers,  are 
contented  to  bear  and  do  take  upon  us  in  this  voyage,  they  are  of  the 
seas,  men-of-war,  fire,  enemies,  pirates,  rovers,  thieves,  jettisons,  letters 
of  mart  and  counter-mart,  surprisals,  takings  at  sea,  arrests,  restraints 
and  detainments  of  all  kings,  princes  and  people  of  what  nation,  condi- 
tion, or  quality  soever,  barratry  of  the  master  and  mariners,  and  of  all 
other  perils,  losses,  and  misfortunes  that  have  or  shall  come  to  the  hurt, 
detriment,  or  damage  of  the  said  goods  and  merchandises,  and  ship,  etc., 
or  any  part  thereof. 

"  And  in  case  of  any  loss  or  misfortune,  it  shall  be  lawful  to  the 
assured,  their  factors,  servants,  and  assigns,  to  sue,  labour,  and  travel 
for,  in,  or  about  the  defence,  safeguard,  and  recovery  of  the  said  goods 
and  merchandises,  and  ship,  etc.,  or  any  part  thereof,  without  prejudice 
to  this  insurance ;  to  the  charges  whereof  we,  the  assurers,  will  contri- 
bute, each  one  according  to  the  rate  and  quantity  of  his  sum  herein 
assured. 

*2  And  it  is  especially  declared  and  agreed  that  no  acts  of  the  insurer 
or  insured,  in  recovering,  saving,  or  preserving  the  property  insured, 
shall  be  considered  as  a  waiver  or  acceptance  of  abandonment. 

^^  And  it  is  agreed  by  us,  the  insurers,  that  this  writing,  or  policy  of 
assurance,  shall  be  of  as  much  force  and  effect  as  the  surest  writing  or 
policy  of  assurance  heretofore  made  in  Lombard  Street,  or  in  the  Royal 
Exchange,  or  elsewhere  in  London. 

^*  And  so  we,  the  assurers,  are  contented  and  do  promise,  and  bind 
ourselves  each  one  for  his  own  part,  our  heirs,  executors,  and  goods,  to 
the  assured,  their  heirs,  executors,  administrators,  or  assigns  for  the  tioie 
performance  of  the  premises. 

'^  Confessing  ourselves  paid  the  consideration  due  unto  us  for  this 
assurance  by  the  assured  at  and  after  the  rate  of  '^ 

"  In  witness  whereof  we,  the  assurers,  have  subscribed  our  names  and 
sums  insured  in  London. 


®  Blanks  for  the  name  of  ship  and  master. 

■^  Description  of  the  commencement,  continuance,  and  termination  of  the  risk. 

^  Liberty  to  touch  and  stay. 

*  Valuation  clause  and  blank  for  inserting  value, 
^°  Clause  enumerating  the  perils  insured  against. 
"  Sue  and  labour  clauses. 
^^  Waiver  clause. 

^'  Clause  as  to  the  binding  effect  of  the  policy. 
"  Promise  of  the  underwriters  to  indemnify. 
^'  Acknowledgment  of  receipt  of  premium. 
^•^  Blank  for  inserting  rate  of  premium. 
'"  Attestation  clause. 
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"  N.B. — Corn,  fish,  salt,  fruit,  flour,  and  seed  are  warranted  free  from 
average,  unless  general,  or  the  ship  be  stranded  ;  sugar,  tobacco,  hemp, 
flax,  hides,  and  sKius  are  warrantecf  f ree  from  average  under  £5  per  cent., 
and  all  other  goods,  also  the  ship  and  freight,  are  warranted  tree  from 
average  under  £3  per  cent.,  unless  general,  or  the  ship  be  stranded. 
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£  (sum  in  figures)        A.B.  (sum  in  words)        day  of        A.D. 

£(  do.  )       CD.  (         do.  )        day  of        A.D. 

£(         do.  )        E.F.  (         do.  )        day  of       A.D. 

(and  so  on,  until  the  aggregate  amount  of  the  different  sums  subscribed 
by  each  underwriter  equals  the  amount  to  be  insured). 

Other  clauses  are  usually  inserted  in  policies  so  as  to  meet  the  circum- 
stances of  the  adventure  insured. 

Stamps. — Where  the  premium  or  consideration  does  not  exceed  the  rate 
of  2s.  6d.  per  cent  of  the  sum  insured.  Id. ;  in  any  other  case — {a)  For  or 
upon  any  voyage  policy,  in  respect  of  every  full  sum  of  £100,  and  also  any 
fractional  part  of  £100  thereby  insured,  3d. ;  (6)  For  time,  in  respect  of 
every  full  sum  of  £100,  and  also  any  fractional  part  of  £100  thereby 
insured,  where  the  insurance  shall  be  made  for  any  time  not  exceeding  six 
months,  3d. ;  where  the  insurance  shall  be  made  for  any  time  exceeding  six 
months  and  not  exceeding  twelve  months,  6d.  A  policy  made  for  a  voyage 
and  also  for  time  extending  to  thirty  days  after  the  ship  has  anchored  at 
her  destination  is  chargeable  with  duty  as  a  voyage  and  as  a  time  policy. 

A  policy  cannot  be  materially  altered,  after  it  is  completed,  without  the 
consent  of  all  parties  to  it ;  but  until  it  is  underwritten,  it  can  be  altered 
by  one  or  the  other  party,  e.g.  "  goods  valued  at  £500  "  was  altered  to  £1000 
by  the  assured,  with  the  consent  of  an  underwriter  who  had  underwritten 
the  policy,  but  before  the  rest  of  it  was  underwritten  ;  and  after  subscription 
a  mistake  may  be  corrected  if  it  is  clear  that  the  policy,  as  it  stands,  does 
not  express  the  meaning  of  both  parties  to  it,  but  this  requires  very  strong 
evidence  (ffenkle  v.  Boy.  Ex.  A.  C.  1749,  1  Ves.  317).  By  consent  of  both 
parties,  subject  to  the  provisions  of  the  Stamp  Act,  any  alterations  may  be 
made  in  the  policy,  if  written  and  initialled  by  the  underwriters ;  but  they 
will  only  be  binding  on  the  underwriters  who  have  thus  acknowledged  them 
{Forshaw  v.  Chabert,  1821,  3  B.  and  B.  158). 

Misrepresentation. — Although  there  is  no  enforceable  contract  until  a 
policy  complying  with  the  requirements  of  the  Stamp  Act  has  been  issued, 
the  contract  is,  according  to  the  usage  of  underwriters,  complete  as  soon  as 
the  slip  has  been  initialled.  This  usage  is  recognised  by  the  courts  in 
questions  of  misrepresentation  or  concealment.  Consequently  any  repre- 
sentation made  by  one  of  the  parties  to  the  other  after  the  slip  has  been 
initialled  is  of  no  effect  on  a  policy  made  to  express  the  contract  embodied 
in  the  slip,  although  such  policy  be  drawn  up  and  executed  after  the  repre- 
sentation was  made.  Similarly  the  non-disclosure  of  a  fact  which  has  come 
to  the  knowledge  of  one  of  the  parties  between  the  initialling  of  the  slip 
and  the  execution  of  the  policy  will  not  vitiate  the  contract. 

A  representation,  in  the  technical  sense  which  the  word  bears  in  the 
law  of  insurance,  may  be  stated  to  be : — A  verbal  or  written  statement 
made  by  the  assured  to  the  underwriter,  at  or  before  the  time  of  the  making 
of  the  contract,  as  to  the  existence  of  some  fact  or  state  of  facts  calculated 
to  induce  the  underwriter  more  readily  to  assume  the  risk,  by  diminishing 
the  estimate  he  would  otherwise  have  formed  of  it.  Such  statements  may 
either  be — (1)  a  positive  affirmation  by  the  assured,  as  of  his  own  know- 

"  Common  memorandum. 

"  Blank  space  in  which  is  to  be  inserted  the  subscription  of  each  underwriter,  the  sum  he 
insures,  and  the  date  of  his  subscription. 
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ledge  and  upon  his  own  responsibility,  that  the  facts  represented  either  do 
or  will  exist ;  or  (2)  a  mere  declaration  of  his  belief  or  expectation  that 
such  facts  do  or  will  exist ;  or  (3)  a  mere  communication  of  information 
which  he  has  received  from  others  respecting  them. 

Wherever  the  representation  is  a  positive  statement  of  the  actual  or 
eventual  existence  of  some  fact  material  to  the  risk,  it  is  only  distinguish- 
al)le  in  form  from  a  warranty  by  not  being  written  on  the  face  of  the  policy. 
From  this  distinction  in  form  arises  a  very  important  distinction  in  effect. 
As  a  representation  is  not  inserted  on  the  face  of  the  instrument,  the 
assured  is  not  tied  down  to  the  same  rigid  and  literal  compliance  with 
its  terms  as  he  is  in  the  case  of  a  warranty.  Unless  a  warranty  is  true  to 
the  letter  and  fulfilled  with  the  most  scrupulous  exactness,  the  policy  is 
avoided,  for  in  such  cases  there  is  the  breach  of  an  express  stipulation  which 
the  assured  himself  has  inserted  in  the  instrument  as  one  of  its  terms. 
In  the  case  of  a  representation,  on  the  other  hand,  the  very  fact  that  the 
assured  has  declined  to  insert  on  the  face  of  the  policy  the  statement  which 
he  has  yet  represented  to  be  true  shows  that  he  does  not  intend  to  be  bound 
down  to  this  exact  and  rigorous  accuracy,  and  accordingly  a  substantial 
compliance  with  the  terms  of  a  representation  is  all  that  is  required. 

The  language  of  the  policy  may  itself  be  such  as  to  imply  a  representa- 
tion which  will  thus  virtually  form  a  part  of  the  written  instrument.  An 
express  warranty  may  be  in  any  form  of  words  from  which  the  intention  to 
warrant  is  to  be  inferred.  Implied  warranties  are  conditions  not  expressed 
in  the  policy,  but  implied  in  it  by  law,  presumed  from  the  fact  of  making 
the  insurance.  The  only  implied  warranties  which  require  to  be  noticed 
are  those  of  seaworthiness  and  legality.  In  a  voyage  policy  there  is  an 
implied  warranty  that  at  the  beginning  of  the  voyage  the  ship  shall  be  sea- 
worthy for  the  purpose  of  the  adventure  insured,  and  this  warranty  can 
only  be  excluded  from  the  policy  by  express  provision  to  that  effect.  The 
warranty  is  satisfied  "  if  the  ship  is  seaworthy  when  she  first  sails  on  the 
voyage ;  she  need  not  continue  so  throughout  the  voyage,  and  the  under- 
writer is  liable  if  she  becomes  unseaworthy  twenty-four  hours  after  sailing  " 
(Lord  Mansfield,  in  Eden  v.  Parkinson,  1781,  2  Doug.  733).  "  Seaworthi- 
ness varies  according  to  the  place,  the  voyage,  the  time  of  year,  the  nature 
of  the  cargo,  and  even  the  nature  of  the  ship  (Brett,  L.  J.,  TurnhuU  v.  Janson, 
1877,  36  L.T.  635) ;  and  has  thus  a  relative  and  not  an  absolute  standard. 
Whether  a  ship  is  seaworthy  within  the  warranty  is  a  question  of  fact.  In 
a  time  policy  there  is  no  implied  warranty  that  the  ship  shall  be  seaworthy 
at  any  stage  of  the  adventure. 

Another  warranty  implied  in  all  policies  is  that  the  adventure  insured 
is  a  legal  one,  and  that  so  far  as  the  assured  can  control  the  matter  the 
adventure  shall  be  carried  out  in  a  lawful  manner.  Where  a  voyage  is 
illegal  an  insurance  upon  it  is  illegal. 

Commencement  of  Bisk. — In  the  case  of  time  policies  this  is  settled  by 
the  date  from  which  the  policy  runs.  When  the  subject-matter  is  insured 
"  at  and  from  "  or  "  from  "  a  particular  place,  it  is  not  necessary  that  the 
ship  should  be  at  that  place  when  the  contract  is  concluded,  but  there  is  an 
implied  condition  that  the  adventure  shall  be  commenced  within  a  reason- 
able time,  and  so  that  the  risk  shall  not  be  materially  varied,  otherwise  the 
insurer  may  avoid  the  contract.  A. fortiori,  the  contract  may  be  voided  by 
such  delay  as  is  evidence  of  an  abandonment  of  the  voyage  insured.  The 
implied  condition  may  be  negatived  by  showing  that  the  delay  was  caused 
by  circumstances  known  to  the  insurer  before  the  contract  was  concluded, 
or  that  he  agreed  to  the  delay.     In  an  insurance  "  from  "  a  particular  place 
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the  risk  does  not  attach  until  the  ship  starts  on  the  voyage  insured.  The 
start  must  be  bona  fide,  but  once  the  ship  has  broken  ground  in  order  to 
proceed  on  the  voyage  the  risk  has  begun.  In  the  case  of  an  express  war- 
ranty to  sail  from  a  port  by  a  given  date,  the  vessel  must  be  outside  the 
port  by  that  date. 

Termination  of  Bisk. — In  all  policies  the  risk  ceases  in  ordinary  cases 
in  accordance  with  the  bargain  made — in  the  printed  form  as  regards  the 
ship  after  she  has  been  moored  at  anchor  in  the  port  of  destination  for 
twenty-four  hours  in  good  safety,  and  as  regards  goods  until  the  same  be 
discharged  and  safely  landed.  In  the  latter  case  they  must  be  landed  in 
the  customary  manner  and  within  a  reasonable  time  after  arrival,  and  if 
they  are  not  so  landed,  the  risk  ceases. 

Deviation. — If  the  ship  without  entirely  abandoning  the  prosecution  of 
the  voyage  described  in  the  policy,  yet  voluntarily,  and  without  justifying 
cause,  departs  from  the  prescribed  course  of  that  voyage,  this  is  a  deviation, 
and  the  underwriter  is  liable  for  no  loss  occurring  after  the  point  at  which 
the  ship  first  quits  the  prescribed  course.  If  the  ship  either  originally  sail 
on  a  different  voyage  from  that  described  in  the  policy,  or  if,  after  sailing, 
she  entirely  abandons  all  intention  of  prosecuting  the  voyage  described  in 
the  poUcy,  this  is  a  change  or  abandonment  of  voyage,  which  avoids  the 
policy  from  the  moment  the  intention  of  so  abandoning  it  is  definitely 
formed ;  for  it  is  an  elementary  principle  in  this  branch  of  insurance  law 
that  the  underwriter  cannot  be  liable  for  a  loss  which  does  not  take  place 
in  the  course  of  prosecuting  the  very  voyage  described  in  the  policy. 

Losses  covered  hy  the  Policy. — As  a  general  rule  the  underwriter  is  liable 
under  the  policy  to  make  good  any  loss  due  to  perils  insured  against  in  it, 
but  such  loss  must  be  proximately  caused  by  such  a  peril,  or  he  will  not  be 
liable.  The  underwriter  is  not  liable  for  any  loss  attributable  to  the  mis- 
conduct of  the  assured  (or  his  agents)  though  a  peril  insured  against  be  the 
proximate  cause  of  loss.  But  such  misconduct  must  be  wilful,  or  the  under- 
writer will  be  liable,  e.g.  negligent  navigation  by  the  assured,  who  is  master 
of  the  ship,  resulting  in  loss  is  covered  by  the  policy  {Trinder  v.  N. 
Queensland  T.C.,  1897,  2  Com.  Cas.  216,  Kennedy,  J.) 

An  important  limitation  on  the  underwriter's  liability  is,  that  he  under- 
takes to  indemnify  the  assured  only  against  loss  caused  by  the  direct  and 
violent  operation  of  the  perils  insured  against,  and  not  against  the  ordinary 
wear  and  tear  of  the  voyage.  Such  is  the  undoubted  rule ;  but  its  applica- 
tion is  often  a  matter  of  great  nicety.  In  fact,  few  things  in  the  law  of 
marine  insurance  have  been  found  more  difficult  in  practice  than  to  dis- 
criminate between  damage  occasioned  by  the  ordinary  service  of  the  voyage 
and  that  caused  by  the  perils  of  the  sea. 

Total  Losses. — Losses  are  either  total  or  partial.  Total  losses  are  either 
actual  or  constructive.  An  insurance  against  total  loss  includes  construc- 
tive as  well  as  an  actual  total  loss,  unless  the  policy  shows  a  different 
intention,  but  such  words  as  "  without  benefit  of  abandonment "  will  show 
such  intention.  An  actual  total  loss  takes  place  when  the  thing  insured  is 
(1)  destroyed,  or  (2)  irreparably  damaged,  or  (3)  where  the  assured  is 
irretrievably  deprived  thereof.  Constructive  total  loss  is  when  a  thing 
insured  is  not  actually  lost,  but  its  value  is  commercially  gone,  i.e.  its  worth 
at  the  place  of  destination  is  not  equal  to  the  expense  of  getting  it  there. 

Partial  losses  consist  of  averages,  salvage  charges,  and  particular  charges. 
Averages  are  either  particular  average  or  general  average  losses,  A  par- 
ticular average  loss  is  a  loss  caused  by  a  peril  insured  against,  which  is  not 
a  general  average  loss,  and  which  falls  exclusively  on  the  owner  or  other 
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person  interested  in  insurable  property,  giving  him  no  right  of  contribution 
against  other  persons  who  may  be  interested  in  the  common  marine  adven- 
ture, and  which  is  recoverable  by  the  assured,  whose  property  suffers  the 
particular  average  loss,  from  his  underwriter.  Another  kind  of  partial  loss 
is  salvage  charges,  which  are  recoverable  in  like  as  particular  average  losses. 
Salvage  charges  do  not  include  the  expenses  of  services  in  the  nature  of 
salvage  rendered  by  the  assured  or  his  agents,  or  any  person  employed  for 
hire  by  them  for  the  purpose  of  averting  a  peril  insured  against.  Such 
expenses  when  properly  insured,  may  be  recovered  as  particular  charges,  or 
as  a  general  average  loss,  according  to  the  circumstances  under  which  they 
were  incurred.  J.  E.  E.  Stephens. 

Mark. — Since  1873  the  gold  mark  of  100  pfennige  has  been  the 
monetary  standard  of  the  German  Empire.  The  mark  consists  of  -3982 
grammes  of  gold  900  fine,  and  is  equal  to  the  English  standard  gold  of  the 
value  of  11*747  pence.  The  smallest  gold  coin  is  the  five-mark  piece.  The 
five-mark  piece  is  worth  4s.  lOfd.,  in  gold  916-6  fine  at  £3 :  17 :  10|  per 
ounce,  and  the  20-mark  piece  19s.  6fd. 

IVIa.I*ket  Overt. — This  has  been  defined  as  "  an  open,  public,  and 
legally  constituted  market,"  and  where  goods  are  sold  in  market  overt  the 
buyer  acquires  a  good  title  to  the  goods,  provided  he  buys  them  in  good 
faith  and  without  notice  of  any  defect  or  want  of  title  on  the  part  of  the 
seller  (Sale  of  Goods  Act  1893,  s.  22).  This  section  does  not  apply  to 
Scotland,  and  does  not  apply  to  the  sale  of  horses.  Stolen  goods  if  sold, 
revest  in  the  true  owner  on  conviction  of  the  thief  Market  overt  in  the 
country  is  only  held  on  the  special  market  days  provided  for  particular 
towns  by  charter  or  prescription.  In  London  every  day  except  Sunday  is 
a  market  day. 

Markka. — The  standard  gold  markka  is  the  basis  of  the  monetary 
system  of  Finland.  The  10-markka  piece  is  worth  according  to  the  English 
standard  7s.  lid,  and  the  20-markka  piece  15s,  lO^d.  The  standard  gold 
markka  is  equal  to  the  franc. 

Married  Women's    Policies   of  Assurance.— In 

England  as  well  as  in  Scotland,  a  married  woman  may  effect  a  policy  of 
assurance  on  her  own  life  or  on  that  of  her  husband,  for  her  separate  use, 
and  all  benefit  accrues  to  her  accordingly.  A  husband  may  effect  a 
policy  of  assurance  on  his  own  life  expressed  to  be  for  the  benefit  of  his 
wife  or  children,  or  both,  and  where  this  is  done,  a  trust  is  created  in  favour 
of  the  wife,  children,  or  both,  as  the  case  may  be,  and  the  moneys  payable 
under  such  policies  are  not  subject  to  the  diligence  of  the  husband's 
creditors,  unless  it  be  proved  that  the  premiums  were  paid  to  defraud  the 
creditors.  (Married  Women's  Property  Act  1882,  45  &  46  Vict.  c.  75,  and 
Married  Women's  Policies  of  Assurance  (Scotland)  Act  1880,  43  &  44 
Vict.  c.  26.) 

Married  Women's  Statutory  Rigfhts  and  Lia- 
bilities.— By  the  old  common  law  of  England  a  husband  and  wife 
were  regarded  as  one  person,  and  that  person  was  the  husband.  The  wife 
could  do  nothing  apart  from  him.  Gradually,  however,  certain  equitable 
rights  over  her  own  property  were  conceded  to  her  by  the  Courts.  Through 
the  intervention  of  trustees  she  might  acquire  and  dispose  of  property  as  a 
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separate  estate.  This  separate  estate  became  liable  to  make  good  all  con- 
tracts which  were  made  by  her  with  express  reference  to  it,  but  she  was 
not  liable  personally  to  any  extent,  nor  was  her  separate  estate  liable  for 
general  contracts  which  had  no  reference  to  it.  Her  rights  were  further 
extended  by  the  Married  Women's  Property  Acts  of  1870  and  1874.  These 
Acts  have  both  been  repealed,  and  now  the  Married  Women's  Property  Act 
of  1882  may  be  said  to  form  the  charter  of  her  freedom.  Under  this  Act  a 
married  woman  can  acquire,  hold,  and  dispose  by  will,  or  otherwise,  of  any 
real  or  personal  property  as  her  separate  property  in  the  same  manner  as  if 
she  were  a  single  woman,  without  the  intervention  of  any  trustee,  and  free 
from  the  legal  control  of  her  husband  (sec.  1).  If,  however,  the  property  is 
settled  to  her  separate  use  without  power  of  anticipation  it  is  not  in  the 
sense  of  the  Act  separate  property,  and  she  has  no  higher  rights  over  it  than 
she  would  have  had  apart  from  the  Act.  She  can  enter  into  and  render 
herself  liable  to  the  extent  of  her  separate  property  on  any  contract,  and 
she  can  sue  and  be  sued  in  all  respects  as  if  she  were"  a  single  woman,  and 
her  husband  need  not  be  joined  with  her  as  plaintiff  or  defendant.  Any 
damages  or  costs  recovered  against  her  in  any  such  action  are  payable  out 
of  her  separate  property,  and  not  otherwise  (sec.  2).  Under  this  section  she 
can  sign  a  bill,  cheque,  or  promissory  note  and  render  herself  liable  for  the 
debt  so  constituted  to  the  extent  of  her  separate  estate.  She  can  enter  into 
partnership  with  third  parties  or  her  husband,  and  thus  subject  her  separate 
estate  to  the  partnership  debts.  The  Act  creates  a  presumption  of  law  that 
every  contract  entered  into  by  a  married  woman  is  in  relation  to  her  separate 
estate  unless  she  can  prove  the  contrary.  In  the  event  of  the  husband's 
bankruptcy  any  money  that  has  been  lent  by  the  wife  to  him  is  treated  as 
part  of  his  estate.  She  can  only  get  a  dividend  on  such  money  after  all 
claims  of  the  other  creditors  of  her  husband  for  valuable  consideration  have 
been  satisfied.  This  Act  does  not  in  any  way  protect  a  wife  from  herself. 
On  the  contrary,  seeing  that  it  gives  her  control  over  her  separate  property, 
she  has  become  more  liable  to  the  undue  influence  of  her  husband  than  she 
was  before  the  Act.  He  may  induce  her  to  surrender  her  own  property  to 
him,  and  the  chances  are  that  it  will  become  merged  in  his  assets,  and 
primarily  subject  to  the  claims  of  his  creditors.  If  it  is  wished,  therefore, 
to  protect  her  from  the  usual  consequences  of  over-confidence  in  her  husband, 
it  would  still  be  necessary  to  execute  a  marriage  settlement  with  a  clause 
against  anticipation.  The  Act  expressly  saves  the  effect  of  settlements 
made  before  or  after  marriage  (sec.  19).  All  public  stocks  and  funds, 
and  all  shares,  debentures,  etc.,  of  any  company  allotted  or  transferred  in 
the  name  of  a  married  woman,  are  deemed  to  be  her  separate  property  (sec.  7). 
She  may  transfer  any  such  stock  or  shares  without  the  concurrence  of  her 
husband  (sec.  9).  She  may  effect  a  policy  of  assurance  upon  her  own  life, 
or  the  life  of  her  husband,  for  her  separate  use.  If  the  husband  insures  his 
own  life,  and  the  poUcy  bear  that  it  is  for  the  benefit  of  his  wife,  the  money 
payable  under  such  policy  does  not  form  part  of  his  estate,  and  is  not  subject 
to  his  debts,  unless  it  be  shown  that  the  insurance  was  effected  to  defraud 
the  creditors,  in  which  case  they  will  receive  a  sum  equal  to  the  premiums 
paid  (sec.  11).  Every  married  woman  has  the  same  remedies,  either  civil 
or  criminal,  in  her  own  name  against  all  persons,  including  her  husband,  as 
she  would  have  had  if  a  single  woman  for  the  protection  and  security  of  her 
own  separate  property.  She  cannot,  however,  take  any  criminal  proceedings 
against  her  husband  while  they  are  living  together  (sec.  12).  A  woman 
remains  liable  after  her  marriage  for  all  debts  incurred,  and  aU  contracts 
entered  into  by  her  before  her  marriage,  to  the  extent  of  her  separate 
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property,  and  no  restriction  against  anticipation  contained  in  any  settlement 
of  her  property  made  by  herself  has  any  validity  against  debts  contracted 
by  her  before  marriage  (sees.  13  and  19).  A  husband  is  liable  for  his  wife's 
debts  and  obligations  incurred  before  marriage  to  the  extent  of  all  property 
belonging  to  her  which  he  acquires  from  or  through  her.  That  is  now 
expressly  declared  to  be  the  limit  of  his  liability  (sec.  14).  The  husband 
and  wife  may  be  jointly  sued  for  any  such  debt  or  liability  (sec.  15).  The 
wife  is  subject  to  the  same  criminal  proceedings  at  the  instance  of  the 
husband  as  he  is  liable  to  at  her  instance  in  relation  to  her  property  (sec.  16). 
She  is  liable  under  the  Act  for  the  maintenance  of  her  husband  if  he  becomes 
chargeable  to  any  parish,  and  she  is  subject  to  the  same  liability  as  the 
husband  for  maintenance  of  her  children  and  grandchildren.  Certain 
amending  statutes  have  been  passed  since  the  Act  of  1882,  but  they  are 
of  minor  importance,  and  need  not  be  mentioned  here. 

In  Scotland  at  common  law,  as  in  England,  a  married  woman  has  no 
legal  persona.  Her  person  is  sunk  by  the  marriage,  so  that  she  cannot  act 
by  or  for  herself.  The  husband  is  regarded  as  the  dignior  persona  and 
head  of  the  house.  The  rigor  of  the  common  law  was  not  relaxed  until  the 
Conjugal  Rights  Act  of  1861  was  passed.  Under  it  a  married  woman  who 
succeeds  to  property,  or  acquires  it  by  gift,  obtains  the  equity  to  a  settle- 
ment— that  is,  her  husband  can  only  claim  the  property  on  condition  of 
making  from  it  a  reasonable  provision  for  her  maintenance. 

By  the  Married  Women's  Property  (Scotland)  Act  1877  the  husband's 
rights  are  excluded  from  the  wages  and  earnings  of  his  wife  so  far  as 
acquired  in  service  or  trade,  or  in  the  exercise  of  literary,  artistic,  or  scien- 
tific skill.  On  the  other  hand,  the  husband's  liability  for  his  wife's  ante- 
nuptial debts  is  limited  to  the  value  of  any  property  received  by  him  from 
or  through  her. 

In  1880  a  small  additional  concession  was  given  to  the  wife.  By  the 
Married  Women's  Policies  of  Assurance  Act  of  that  year  she  can  effect  an 
assurance  on  her  own  or  her  husband's  life  for  her  separate  use.  The 
husband,  too,  can  effect  an  assurance  on  his  own  life  in  trust  for  his  wife  and 
children,  so  that  neither  he  nor  his  creditors  can  attach  the  proceeds.  In 
1881  married  women  in  Scotland  obtained  various  concessions,  which,  how- 
ever, are  not  so  liberal  as  those  given  in  the  following  year  to  married 
women  in  England.  By  the  Scottish  Act  the  whole  movable  or  personal 
estate  of  the  wife,  whether  acquired  before  or  after  marriage,  is  vested  in 
her  as  her  separate  estate.  But  as  the  husband's  right  of  administration  is 
not  excluded,  except  to  the  limited  extent  aftermentioned,  his  consent  is 
still  necessary  to  any  deeds  by  her  affecting  this  separate  estate.  Nor  can 
she  sue  or  be  sued  without  his  concurrence,  and  no  power  has  been  given 
to  her  to  sell  or  burden  her  heritable  estate.  She  can,  however,  uplift  and 
discharge  the  income  from  her  movable  estate,  and  also  the  rents  of  her 
heritage,  without  her  husband's  consent  (sees.  1  (2)  and  2  of  the  Married 
Women's  Property  Act  (Scotland)  1881).  The  Act  does  not  exclude  or 
abridge  the  power  of  settlement  by  antenuptial  contract  of  marriage. 

By  the  Guardianship  of  Infants  Act  1886,  which  applies  to  the  United 
Kingdom,  the  mother  of  an  infant  becomes  the  guardian  on  the  death  of 
the  father  (sec,  2).  The  term  "  infant "  means  a  child  under  21  in  England 
and  Ireland,  and  a  boy  under  14  or  girl  under  12  in  Scotland  (sec.  8). 
The  mother  may  also  appoint  a  guardian  to  act  after  her  own  and  the 
father's  death ;  or,  after  her  death,  to  act  jointly  with  the  father  (sec.  3 
(1)(2)).  Alex.  Ross. 

VOL.  V  2 


18 


MASTER  AND  SERVANT  (ENGLAND) 


Master  and  Servant  (England). 


Meaning  of  Terms     . 

18 

Contracts     .... 

23 

Classes  of  Servants 

18 

I'oris 

23 

Parties  to  the  Contract  . 

19 

Servant's  Crimes 

23 

The  Contract    .... 

19 

Termination  of  the  Contract  . 

24 

Stamps 

20 

Seduction          .... 

25 

Consideration  .... 

20 

Combinations  by  Masters  and 

Performance  of  Contract  and 

Servants       .... 

25 

Rights  of  Parties  inter  se     . 

21 

Accidents  to  Workmen — 

TiT ABILITY    OF    M ASTER   TO  ThIRD 

Common  Law 

25 

Persons  for  Acts  of  Servants- 

- 

Lord  Campbell's  Act     . 

26 

Contracts     .... 

22 

Employers'  Liability  Act  1880 

26 

Criminal  Acts      . 

22 

Workman's  Covipensation  Act 

Tcn-U 

22 

1897        .... 

29 

Liability  of  Servant  to  Third 

Workmen's  Compensation  Act 

Persons — 

1900        .... 

34 

Meaning  of  Terms. — The  words  "  Master  "  and  "  Servant "  have  never 
received  a  judicial  construction  sufficiently  wide  to  cover  all  the  senses  in 
which  they  are  used.  The  following  definitions  have  been  suggested.  "  A 
'  servant '  is  a  person  who  voluntarily  agrees,  whether  for  wages  or  not,  to 
subject  himself  at  all  times  during  the  period  of  service  to  the  lawful 
orders  and  directions  of  another  in  respect  of  certain  work  to  be  done.  A 
'  master '  is  the  person  who  is  legally  entitled  to  give  such  orders  and  have 
them  obeyed  "  (Eversley,  Domestic  Relations,  2nd  ed.  p.  821).  "  A  servant 
is  a  person  bound  either  by  an  express  contract  of  service  or  by  conduct 
implying  such  a  contract,  to  obey  the  orders  and  submit  to  the  control  of 
his  master  in  the  transaction  of  the  business  which  it  is  his  duty  as  such 
servant  to  transact "  (Stephen,  Digest  of  the  Criminal  Law,  5th  ed.  p.  271). 
The  different  constructions  put  upon  the  word  "  servant "  in  the  following 
statutes  will  be  found  in  the  references  given.  The  Carriers  Act  1830,  11 
Geo.  IV.  and  1  Will.  IV.  c.  68  {Machu  v.  L.  &  S.-  W.  R.  Co.,  1848,  2  Ex. 
415 ;  Stephens  v.  L.  &  S.-  W.  R.  Co.,  1886,  18  Q.B.D.  121).  The  Railway 
and  Canal  Traffic  Act  1854,  17  &  18  Vict.  c.  31  (Doolan  v.  Directors  of 
M.  R.  Co.,  1877,  2  App.  Cas.  792).  Customs  and  Inland  Revenue  Acts 
(Yewens  v.  Makes,  1880,  6  Q.B.D.  530;  Rolfe  v.  Hyde,  1881,  ibid.  673; 
Weguellin  v.  Wayall,  1885,  14  Q.B.D.  838 ;  London  Library  v.  Carter, 
1890,  62  L.T.  466).  By  the  Customs  and  Inland  Revenue  Act  1881  (44  & 
45  Vict.  c.  12,  8.  24)  the  term  "  servant "  used  in  the  Customs  and  Inland 
Revenue  Act  1878,  s.  13  (2)  "  shall  be  deemed  to  mean  and  include  only  a 
menial  or  domestic  servant  employed  by  the  occupier."  The  Larceny  Act 
1861,  24  &  25  Vict.  c.  96,  s.  68  {R.  v.  Tite,  1861,  L.  &  C.  29  ;  R.  v.  M'Donald, 
1861,  iUd.  85 ;  R.  v.  Bowers,  1866,  L.R.  1  C.C.R.  41 ;  R.  v.  Tyree,  1869, 
iUd.  Ill;  R.  V.  Negus,  1873,  L.R.  2  C.C.R.  34;  R.  v.  Foulkes,  1875, 
iUd.  150 ;  R.  v.  Harris,  1893,  17  Cox  C.C.  656 ;  R.  v.  Stuart  [1894],  1 
Q.B.  310). 

The  relation  between  a  master  and  his  servant  is  based  on  contract. 
The  Legislature  has  by  a  series  of  enactments  imposed  certain  conditions 
and  liabilities  on  this  contractual  relationship.  In  an  article  such  as  the 
present  it  is  impossible  to  deal  with  all  these  statutes,  but  the  substance  of 
the  most  important  is  dealt  with  throughout  the  article. 

Classes  of  Servants. — Servants  may  be  either  (1)  menial ;  (2)  work- 
men not  in  domestic  employment;  and  (3)  apprentices.      This  last  class 
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is  not  here  dealt  with.  The  distinction  between  menial  and  other  servants 
is  important  in  cases  of  legacies  to  servants,  and  also  as  affecting  the 
master's  right  to  terminate  the  contract,  for  which  see  infra.  Menial 
servants  include  domestic  servants  such  as  indoor  servants  doing  household 
acts  under  the  control  of  the  master.  The  term  has  also  been  held  to 
include  a  head  gardener  {Nowlan  v.  Abbott,  1835,  2  CM.  &  R,  54 ;  Johnson 
V.  Blenkensopp,  1841,  5  Jur.  870) ;  a  huntsman  {Nicoll  v.  Graves,  1864,  33 
L.J.C.P.  259),  and  a  potman  {Pearce  v.  Lansdowne,  1893,  62  L.J.Q.B. 
441).  A  farm  bailiff  {Reg,  v.  Wortly,  1851,  21  L.J.M.C.  44 ;  Louth  v. 
Drummond,  1849,  cited  Smith,  Master  and  Servant,  p.  67) ;  a  governess 
{Todd  V.  Kellage,  1852,  22  L.J.Ex.  1) ;  the  housekeeper  of  a  hotel  {Lawler  v. 
Linden,  1876,  Ir.  Rep.  10  C.L.  188),  and  a  steward  {Forgan  v,  Burke,  1861, 
12  Ir.  C.L.  Rep.  495),  have  been  held  not  to  be  menials. 

Parties  to  the  Contract. — As  stated  above  the  contract  of  service  is 
part  of  the  ordinary  law  of  contract,  and  any  person  capable  of  contracting 
can  enter  into  a  contract  of  service.  It  may  be  well  to  notice  here  that  an 
infant  is  bound  by  a  contract  which,  taken  as  a  whole,  is  beneficial  to 
himself.  For  instances  of  such  contracts  see  Wood  v.  Fenwick,  1842,  10 
Mee.  &  W.  195 ;  Leslie  v.  Fitzpatrick,  1877,  3  Q.B.D.  229 ;  Walter  v. 
Everard  [1891],  2  Q.B.  369 ;  Evans  v.  Ware  [1892],  3  Ch.  502 ;  Clements  v. 
L.&N.-W.  By.  [1894],  2  Q.B.  482;  Green  v.  Thompson  [1899],  2  Q.B.  1. 
Where,  however,  the  contract  ,is  to  the  detriment  of  or  is  unfair  to  the 
infant,  it  is  voidable  on  his  part.  Examples  of  such  contracts  will  be 
found  in  B.  v.  Lord,  1848,  12  Q.B.  757 ;  Meakin  v.  Morris,  1884,  12  Q.B.D. 
352  ;  De  Francesco  v.  Barnum,  1890,  45  Ch.D.  430  ;  Corn  v.  Matthews  [1893], 

I  Q.B.  310 ;  Flower  v.  L.  &  iV.-  W.  By.  [1894],  2  Q.B.  65.  A  stipulation 
for  the  payment  of  penalties  by  an  infant  vitiates  the  whole  contract.  A 
partner  of  a  firm  has  an  implied  authority  to  bind  the  firm  in  contracts 
made  for  the  hire  of  servants  for  the  partnership  business  {Beckham  v. 
Drake,  1841,  9  Mee.  &  W.  79). 

The  Contract. — The  contract  of  service  may  be  verbal  or  written,  or 
may  be  implied  from  the  conduct  of  the  parties.  It  must,  be  borne  in 
mind,  however,  that  by  section  4  of  the  Statute  of  Frauds  no  action  shall 
be  brought  to  charge  any  person  upon  any  agreement  that  is  not  to  be 
performed  within  the  space  of  one  year  from  the  making  thereof,  unless 
the  agreement  or  some  memorandum  or  note  thereof  shall  be  in  writing, 
signed  by  the  party  to  be  charged  or  some  other  person  therunto  by  him 
lawfully  authorised.  The  statute  does  not  apply  to  contracts  which  may 
be  performed  within  a  year,  unless  it  appears  by  the  whole  tenor  of  the 
agreement  that  it  is  to  be  performed  after  the  year  {Peter  v.  Compton, 
Skinn.  353,  and  the  notes  to  that  case,  1  Smith's  L.C.,  11th  ed.  p.  316). 
The  statute,  moreover,  does  not  apply  to  cases  where  all  that  is  to  be  done 
by  one  party  can  be  done  within  the  year  {Donnellan  v.  Bead,  1832,  3  B.  & 
Ad.  899,  and  1  Smith's  L.C.,  11th  ed.  pp.  318  et  seq.). 

Corporations,  whether  trading  or  not,  must  as  a  rule  contract  under 
seal.  Trivial  contracts  of  everyday  occurrence  have,  however,  been  held 
not  to  come  under  this  rule.  Under  this  rule  and  exception  a  distinction 
has  been  made  between  salaried  officers  and  inferior  servants.  The  former, 
such  as  a  rate  collector  {Smart  v.  West  Ham   Union,  1855-6,  10  Ex.  867 ; 

II  Ex.  867)  and  a  medical  officer  {Dyke  v.  St.  Pancras  Guardians,  1863,  27 
L.T.  342),  must  have  a  contract  under  seal  in  order  to  have  a  binding 
contract  with  their  corporations,  enabling  them  to  sue  for  their  salaries. 
In  Austin  v.  Guardians  of  St.  Matthew,  Bethnal  Green,  1874,  L.R.  9  C.P. 
91,  a  clerk  to  the  master  of  a  workhouse,  employed  to  keep  the  books  at  a 


20  MASTEK  AND  SEKVANT  (ENGLAND) 

salary  of  £52  a  year  with  board  and  lodging,  was  held  to  be  within  the 
rule  and  not  the  exception.  Inferior  servants  are,  however,  within  the 
exception,  and  their  agreements  may  be  verbal  or  in  writing  not  under  seal 
{Mayor  of  Ludlow  v.  Charlton,  1840,  6  Mer.  &  W.  at  p.  822 ;  Smith  v.  Cart- 
wright,  1851,  6  Ex.  927.  Contracts  by  trading  companies  within  the 
ordinary  course  of  their  business  need  not  be  under  seal  {South  of  Ireland 
Colliery  Co.  v.  Waddle,  1869,  L.E.  4  C.P.  616).  Contracts  of  companies 
registered  under  the  Companies  Acts  are  regulated  by  Companies  Act 
1867  (30  &  31  Vict.  c.  131),  sec.  37.  For  contracts  by  Urban  Sanitary 
Authorities,  see  Public  Health  Act  1875,  38  &  39  Vict.  c.  55,  s.  174  (1), 
and  Young  v.  Mayor  of  Leamington,  1883,  8  App.  Cas.  517.  As  to  special 
forms  of  agreements  between  the  master  of  a  ship  and  the  crew,  see  the 
Merchant  Shipping  Act  1894  (57  &  58  Vict.  c.  60),  ss.  113  et  seq. 

Stamps.— By  the  Stamp  Act  1891  (54  &  55  Vict.  c.  39),  schedule  1, 
an  agreement  or  memorandum  for  the  hire  of  any  labourer,  artificer,  manu- 
facturer, or  menial  servant,  and  an  agreement  or  memorandum  made  between 
the  master  and  mariners  of  any  ship  or  vessel  for  wages  on  any  voyage  con- 
ditions from  port  to  port  in  the  United  Kingdom,  are  exempt  from  stamp 
duty.  A  fireman  and  stoker  on  board  a  steamship  has  been  held  to  be  a 
labourer  or  artificer  ( Wilson  v.  Zulueta,  1849,  19  L.J.Q.B.  49).  A  bailiff 
engaged  at  15s.  a  week  for  about  six  months,  and  after  that  period  at  a 
salary  of  £25  a  year  with  a  third  share  in  the  profits,  has  been  held  to  be 
a  labourer  {B.  v.  Wortley,  1887,  21  L.J.M.C.  44).  For  further  definitions 
of  an  artificer  see  Highmore's  Stamp  Laws,  2nd  ed.  pp.  85,  86.  For  the 
definition  of  a  menial  see  cases  ante. 

An  agreement  with  a  clerk  must  be  stamped  {Dahin  v.  Watson,  1841, 
2  Cr.  and  Dix.  224),  and  also  with  a  person  who  contracts  to  do  work  on  a 
large  scale  and  employs  labourers  under  him,  even  though  he  from  time  to 
time  personally  does  some  work  {Sharman  v,  Saunders,  1853,  13  C.B. 
166). 

Consideration. — In  common  with  all  contracts  not  under  seal,  an  agree- 
ment of  hiring  is  void  unless  supported  by  consideration.  Such  consideration 
in  the  vast  majority  of  cases  takes  the  form  of  wages  or  salary,  the  amount  of 
which  is,  as  a  rule,  expressly  specified  in  the  agreement.  When  the  agreement 
is  silent  on  the  subject  of  remuneration  a  presumption,  which,  however,  can  be 
rebutted,  arises  that  the  master  has  agreed  to  remunerate  the  servant,  who 
can  recover  on  a  quantum  meruit.  This  applies  to  cases  where  there  is 
an  agreement  to  pay  some  remuneration,  the  amount  being  left  undecided 
{Peacock  v.  Peacock,  1809,  2  Camp.  45 ;  Bryant  v.  Flight,  1839,  5  Mee.  & 
W.  114.  Bird  v.  M'Gaheg,  1849,  2  Car.  &  Kir.  707).  In  Taylor  v. 
Brewer,  1813,  1  M.  &  S.  290,  the  plaintiff,  who  worked  for  a  committee 
who  had  passed  a  resolution  "  that  any  work  done  by  him  should  be  taken 
into  consideration  and  such  remuneration  be  made  as  should  be  deemed 
right,"  failed  to  recover  anything  as  it  was  held  that  the  whole  question 
whether  he  should  have  any  remuneration  at  all  rested  with  his  employers. 
Cases  have  arisen  where  the  amount  of  remuneration  has  been  left  to  a 
third  party.  In  such  cases  nothing  can  be  recovered  unless  an  application 
be  made  to  that  third  party  {Owen  v.  Bowen,  1829,  4  Car.  &  P.  93 ;  London 
Tramways  Go.  v.  Bailey,  1877,  3  Q.B.D.,  217).  A  promise  to  pay  a  sum  of 
money  at  a  future  date  will  support  a  contract  of  service,  and  may  be  re- 
covered by  the  servant  only  if  such  payment  be  by  way  of  payment  for 
services  and  is  not  a  gift  or  gratuity.  In  the  same  way  a  definite  promise 
to  leave  a  servant  a  legacy  I  in  consideration  of  services  rendered  will  support 
an  action  against  the  master's  executors.     The  mere  expectation  of  a  legacy 
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is  not  sufficient  {Loffus  v.  Maw,  1862,  3  Giff.  592 ;  Maddison  v.  Alderson, 
1883,  8  App.  Gas.  467). 

The  following  rules  which  apply  to  all  cases  of  contracts  may  be  noted 
here.  Provided  there  is  some  consideration,  the  Court  will  not  interfere  to 
fix  what  the  amount  of  consideration  should  be  and  so  make  bargains  for 
the  parties  (Bolton  v.  Madden,  1873,  L.R.  9  Q.B.  55),  unless  the  inadequacy 
of  consideration  "  is  such  as  shocks  the  conscience  and  amounts  in  itself  to 
conclusive  and  decisive  evidence  of  fraud"  (Coles  v.  Trecothick,  1804,  9  Ves. 
234,  at  p.  246).  A  contract  made  for  immoral  or  illegal  consideration  is 
void,  as  also  are  contracts  made  in  general,  though  not  partial,  restraint  of 
trade  (see  Maxim-Nordenfeldt,  etc.,  Co.  v.  Maxim  [1894],  App.  Gas,  535; 
Duhowski  V.  Goldstein  [1896],  1  Q.B.  478). 

Performance  of  the  Contract  by  the  Parties  and  their  Eights  and 
Duties  inter  se. — Both  parties  are  bound  to  perform  the  contract  of  service 
and  both  are  liable  to  an  action  for  damages  for  any  breach  thereof.  An 
action  will  lie  against  a  servant  who  does  not  enter  into  the  service  of  his 
master  with  whom  he  has  contracted  at  the  time  specified,  or  who  leaves  his 
master's  service  before  the  expiration  of  the  time  for  which  he  has  agreed 
to  serve  (Bird  v.  Randall,  1762,  3  Burr.  1345).  Illness,  whether  permanent 
or  temporary,  or  any  other  act  of  God,  is,  however,  an  answer  to  an  action 
by  the  master  (Boast  v.  Firth,  1868,  L.E.  4  C.P.  1 ;  Bobinson  v.  Davison, 
1871,  L.E.  6  Ex.  269).  The  servant  must  obey  all  legitimate  orders  and 
be  honest  and  diligent  in  the  exercise  of  his  master's  work,  and  must  not 
use  to  his  master's  detriment,  even  after  he  has  left  his  service,  information 
received  while  in  the  service  (Bohh  v.  Green  [1895],  2  Q.B.  1,  315).  Any 
bribe  taken  or  secret  profit  made  by  a  servant  while  doing  his  master's  work 
belongs  to  the  master  and  may  be  recovered  by  him  from  the  servant 
(Boston  Deep  Sea  Fishing  and  Ice  Co.  v.  Ansell,  1888,  39  Ch.D.  339) ;  and  an 
agreement  by  a  third  party  to  pay  a  servant  any  such  bribe  or  profit  is  void 
and  cannot  be  sued  on  by  the  servant  (Harrington  v.  Victoria  Graving  Dock 
Co.,  1878,  3  Q.B.D.  549).  A  servant  is  liable  to  an  action  by  his  master  for 
gross  negligence  in  the  care  of  property  entrusted  to  him  by  his  master, 
but  is  not  liable  for  loss  due  to  accident  or  force  majeur  (Savage  v.  Walthew, 
1707,  11  Mod.  135  ;  Walker  v.  British  Guarantee  Association,  1852, 18  Q.B. 
Eep.  277).  A  servant  is  also  liable  for  fraud  or  misfeasance  in  the  exercise 
of  his  duty  to  his  master  (Hussy  v.  Pacy,  1666,  1  Lev.  188 ;  Lewson  v. 
Kirk,  1610,  Cro.  Jac.  265).  A  servant  must  always  account  to  his  master 
for  money  received  on  his  master's  account,  and  must  hand  over  any 
balance  found  due  to  the  master.  Except  where  the  master's  title  has 
accrued  tortiously  or  fraudulently,  the  servant  is  estopped  from  setting 
up  a  jus  tertii  or  title  of  a  third  party  as  a  defence  to  an  action  by  the 
master  for  money  due.  As  a  general  rule  he  is  liable  to  account  only  to 
his  master. 

A  master  who  has  agreed  to  take  a  servant  into  his  employ  and  does  not 
do  so  is  liable  to  an  action  for  breach  of  the  contract  (Clark  v.  Allatt,  1847, 
4  C.B.  335 ;  Bracegirdle  v.  Heald,  1818,  1  B.  &  Aid.  722 ;  Blogg  v.  Kent, 
1830,  6  Bing.  614),  and  the  servant  may  bring  his  action  as  soon  as  the 
master's  conduct  or  statements  entitle  the  servant  to  conclude  that  he  does 
not  intend  to  fulfil  the  contract,  without  waiting  for  the  date  on  which  the 
service  was  to  commence  to  arrive  (Hochster  v.  De  la  Tour,  1853,  2  E.  &  B. 
678 ;  Rhymney  By.  Co.  v.  Brecon  and  Merthyr  Tydvil  By.  Co.,  1900,  83  L.T. 
111).  The  master  must  not  discharge  the  servant  during  the  time  for 
which  he  has  contracted  to  employ  him  except  for  good  cause.  A  servant 
who  has  been  wrongfully  dismissed  has  a  right  of  action  against  his  master. 
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In  the  absence  of  any  agreement  to  the  contrary  a  master  is  bound  to 
supply  his  domestic  servants  with  food  and  lodging.  A  master's  liability 
to  feed  his  servants,  other  than  domestics,  arises  from  the  contract  between 
the  parties.  Neglect  to  perform  this  duty,  where  it  exists,  is  a  misde- 
meanour (24  &  25  \ict.  c.  100,  s.  26;  38  &  39  Vict.  c.  86,  s.  6).  An 
apprentice  can  moreover  claim  medical  attendance,  but  a  servant  can  not 
{JR.  v.  Smith,  1837, 8  C.  &  P.  153  ;  Wennall  v.  Adney,  1802,  3  B.  &  P.  247). 
Whether  or  not  a  master  who  has  agreed  to  supply  his  servants  with  food 
is  bound  to  supply  physic  has  not  been  decided. 

The  servant  has  a  right  of  indemnity  against  his  master  for  the  conse- 
quences of  lawful  acts  done  in  his  master's  service,  and  also  for  unlawful 
acts,  which  are  mala  prohibita  and  not  mala  in  se,  which  he  performs,  not 
knowing  that  he  is  doing  wrong.  For  mala  in  se  he  has  no  indemnity. 
Nor  is  a  master  liable  for  the  consequences  of  acts  done  by  his  servant  in 
breach  of  his  orders  {Southern  v.  How,  1618,  Cro.  Jac.  471 ;  Bunker  v.  M. 
By.  Co.,  1883, 47  L.T.  476 ;  Vickery  v.  G.  E.  B.,  1898,  79  L.T.  121).  In  some 
cases,  however,  the  master  is  liable  to  pay  compensation  under  the  Work- 
men's Compensation  Act,  sec.  1,  to  his  servants  for  injuries  arising  from 
acts  done  in  contravention  of  his  orders  {infra,  p.  32). 

Liability  to  Third  Persons  for  Acts  of  Servants. — Contract. — A 
master  can  only  be  made  liable  to  third  persons  for  contracts  which  the  ser- 
vant has  entered  into  while  acting  within  the  general  scope  of  his  authority, 
this  being  part  of  the  ordinary  law  of  agency.  A  master  becomes  liable  for 
contracts  entered  into  by  his  servant  (1)  when  he  has  expressly  author- 
ised the  servant  to  enter  into  the  contract ;  (2)  where  the  work  to  be  done 
by  the  servant  is  such  that  a  power  to  enter  into  contracts  on  behalf  of  his 
master  is  necessary  to  the  proper  fulfilment  of  his  duties;  (3)  where  by 
his  conduct  the  master  has  led  others  to  believe  that  the  servant  had 
authority ;  (4)  where  he  ratifies  contracts  entered  into  by  the  servant.  (See 
further,  article  "  Principal  and  Agent.") 

Liability  of  Master  for  Criminal  Acts  of  Servant. — The  general  rule  of 
law  is  that  a  principal  is  not  criminally  liable  for  the  acts  of  his  agent 
{B.  V.  Stephens,  1866,  L.Q.  1  Q.B.  710).  Where,  however,  a  master  gives 
express  or  implied  authority  to  his  servant  to  commit  an  unlawful  act,  or 
orders  him  to  do  such  an  act,  both  are  liable  {B.  v.  Parr,  1841,  2  Moo.  &  R. 
346).  Again,  a  master  is  liable  to  be  indicted  for  a  nuisance  caused  by  his 
servants.  Some  statutes  impose  on  the  master  a  liability  for  the  acts  of 
his  servants,  e.g.  the  Bread  Act  1836,  the  Pharmacy  Act  1867,  the 
Pawnbrokers  Act  1872,  and  the  Licensing  Acts  1872-1902. 

Liability  of  Master  to  Third  Persons  for  Torts  of  Servants. — A  master  is 
liable  to  third  persons  for  the  acts  of  his  servant  so  long  as  the  servant  is  acting 
within  the  scope  of  his  master's  authority  {Barwick  v.  English  Joint  Stock 
Bank,  1867,  L.R.  2  Ex.  259 ;  Houldsworth  v.  City  of  Glasgoio  Bank,  1880, 
5  App.  Gas.  317).  This  liability  includes  all  wrongful  acts  and  negligence, 
misfeasances,  non-feasances,  and  malfeasances.  The  master's  knowledge, 
order,  or  authority  are  immaterial,  and  he  is  liable  even  if  he  has  expressly 
ordered  the  servant  not  to  do  the  act  {Limpus  v.  L.  G.  0.  Co.,  1862,  1  H.  & 
C.  526 ;  Ward  v.  L.  G.  0.  Co.,  1873, 42  L.J.C.  P.  265  ;  Black  v.  Christchurch 
Finance  Co.  [1894],  App.  Gas.  48).  On  the  same  principle  a  railway 
company  is  liable  for  passengers'  luggage  lost  by  their  porters  {Bichards 
v.  L.  B.  &  S.  C  By.,  1847,  7  G.B.  839 ;  Bergheim  v.  S.-E.  By.  Co.,  1878,  3 
G.P.D.  221 ;  Bunch  v.  G.  W.  By.  Co.,  1888,'  13  App.  Gas.  31 ;  Patscheider 
V.  G.  W.  By.,  1878,  3  Ex.D.  153),  provided  the  luggage  is  entrusted  to  them 
as  servants  of  the  company  and  in  the  performance  of  their  ordinary  duties. 
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which  do  not  include  looking  after  the  passenger's  luggage  for  an  unreason- 
able time  ( Welch  v.  L.  &  iV.-  W.  By.,  1886,  34  W.R  166 ;  HodJdnson  v.  L.  & 
JV.-  W.  By.,  1884, 14  Q.B.D.  228).  An  innkeeper  is  liable  for  property  stolen 
or  negligently  lost  by  his  servants  {Medaioar  v.  Grand  Hotel  Co.  [1891], 
2  Q.B.  11,  and  see  Innkeepers  Act  1863,  26  &  27  Vict.  c.  41). 

In  the  same  way  a  master  is  Liable  for  his  servant's  fraud  if  the  servant 
is  acting  in  the  usual  course  of  his  master's  business  {Barwich  v.  English 
Joint  Stock  Bank,  1867,  L.E.  2  Ex.  259),  but  not  if  the  servant  is  merely 
serving  his  own  personal  ends  {British  Mutual  Banking  Co.  v.  Charnwood 
Forest  Bailway  Co.,  1887,  18  Q.B.D.  714 ;  Limpus  v.  L.  G.  0.  Co.,  1862,  1 
H.  &  C.  526 ;  Ward  v.  L.  G.  0.  Co.,  1873,  42  L.J.C.P.  265).  A  master  may 
be  civilly  liable  for  the  criminal  acts  of  his  servant,  as  in  the  case  of  assault 
{Smith  V.  North  Metropolitan  Tramways  Co.,  1891,  7  T.L.E.  459). 

On  the  other  hand,  a  master  can  not  be  made  liable  for  acts  of  his 
servant  which  are  outside  the  scope  of  his  authority  {Mitchell  v.  Crassweller, 
1853,  13  C.B.  237 ;  Storey  v.  Ashton,  1869,  L.E.  4  Q.B.  476 ;  Bayner  v. 
Mitchell,  1877,  2  C.P.D.  357 ;  Charleston  v.  London  Tramways  Co.,  1888, 
36  W.E.  367).  A  distinction  is  made  between  acts  which  are  entirely 
beyond  the  scope  of  the  servant's  employment  and  acts  which,  although 
within  the  scope  of  the  employment,  the  master  has  expressly  ordered  the 
servant  not  to  do.  In  the  former  case  he  is  not  liable,  while  in  the  latter 
he  is. 

As  a  general  rule,  a  person  is  not  liable  for  the  acts  of  the  servants  of 
an  independent  contractor  whom  he  employs. 

Liability  of  Servant  to  Third  Persons. — On  Contract. — This  lia- 
bility depends  on  the  ordinary  rules  of  law  applicable  to  principal  and 
agent.  Shortly,  it  may  be  said  that  if  the  servant  openly  contracts  as 
agent  for  his  master  he  incurs  no  liability,  provided  that  he  keeps  within 
his  authority.  If  he  exceeds  his  authority  or  acts  when  he  has  no  authority, 
he  renders  himself  liable.     He  is  also  liable  when  he  contracts  as  principal. 

In  Cases  of  Torts. — A  servant  is  liable  to  third  parties  for  any  mis- 
feasance {Stephens  v.  Blwall,  1815,  4  M.  &  S.  259 ;  Rollins  v.  Fowler,  L.E. 
7  H.L.  757).  In  case  of  non-feasance  or  omission  to  do  his  duty,  however, 
it  has  been  held  that  he  is  only  liable  to  his  master  {Lane  v.  Cotton,  1701, 
12  Mod.  473,  488). 

Servant's  Crimes. — There  are  several  crimes  peculiar  to  the  relation- 
ship of  master  and  servant,  a  selection  of  which  are  here  noted.  The 
Conspiracy  and  Protection  of  Property  Act  1875  (38  &  39  Vict.  c.  86) 
makes  it  a  misdemeanour  punishable  by  a  fine  not  exceeding  £20,  or 
imprisonment  for  three  months  with  or  without  hard  labour,  for  any 
servant  of  a  municipal  authority,  company,  or  contractor,  who  has  the  duty 
of  supplying  gas  or  water,  to  wilfully  and  maliciously  break  his  contract  of 
service,  knowing  or  having  reasonable  cause  to  believe  that  his  doing  so, 
either  by  himself  or  in  combination  with  others,  will  have  the  effect  of 
depriving  the  inhabitants  of  the  supply  of  gas  or  water  (sec.  4).  A  like 
penalty  is  imposed  on  any  servant  who  breaks  a  contract  of  service,  knowing 
or  having  reasonable  cause  to  believe  that  the  probable  consequences  of  his 
doing  so,  either  alone  or  in  combination,  will  be  to  endanger  human  life  or 
cause  serious  bodily  injury,  or  to  expose  valuable  property,  whether  real  or 
personal,  to  destruction  or  serious  injury  (sec.  5).  Sec.  7  deals  with 
intimidation  or  annoyance  by  violence  or  otherwise. 

Burglary. — A  servant  may  commit  burglary  in  his  master's  house  as 
well  as  a  stranger  (see  Smith,  Master  and  Servant,  5th  ed.  p.  420 ;  Eussell 
on  Crimes,  6th  ed.  vol.  ii.  p.  10). 
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The  Malicious  Damage  Act  1861  (24  &  25  Vict.  c.  97)  imposes  heavy 
penalties  on  persons  found  guilty  of  damaging  or  destroying  goods  in  the 
course  of  manufacture,  while  the  Larceny  Act  1861  (24  &  25  Vict.  c.  96), 
sec.  62,  deals  with  the  stealing  of  such  goods. 

Larceny  and  Embezzlement  by  Servants. — The  difference  between  these 
two  offences  is  that  in  the  former  the  property  must  be  taken  out  of  the 
master's  possession,  whUe  to  constitute  the  latter  offence  the  servant  must 
have  received  the  property  on  his  master's  behalf  and  appropriated  it  before 
it  reached  his  master's  possession.  The  punishment  is  the  same  both  for 
larceny  as  a  servant  and  for  embezzlement,  viz.,  not  less  than  three  nor 
more  than  fourteen  years'  penal  servitude,  or  up  to  two  years'  imprison- 
ment with  or  without  hard  labour,  and,  if  the  prisoner  be  a  male  under 
sixteen  years  of  age,  with  or  without  whipping.  If  the  prisoner  plead 
guilty,  the  offences  may  also  be  dealt  with  under  the  Summary  Jurisdiction 
Act  1879  (42  &  43  Vict.  c.  49).  By  14  &  15  Vict.  c.  100,  s.  13,  a  prisoner 
indicted  for  larceny  may  be  convicted  of  embezzlement,  but  a  prisoner  cannot 
be  convicted  of  larceny  if  there  is  only  evidence  of  embezzlement,  though  he 
may,  on  the  same  evidence  and  on  the  same  indictment,  be  convicted  of 
embezzlement  (B.  v.  Gorhutt,  1857,  26  L.J.M.C.  47).  A  prisoner  indicted 
for  larceny  as  a  servant  may  be  convicted  of  simple  larceny. 

Section  68  of  the  Larceny  Act  1861  (24  &  25  Vict.  c.  96)  is  as  follows  :— 
"  Whosoever  being  a  clerk  or  servant,  or  being  employed  for  the  purpose  or 
in  the  capacity  of  a  clerk  or  servant,  shall  fraudulently  embezzle  any  chattel, 
money,  or  valuable  security  which  shall  be  delivered  to  or  received  or  taken 
into  possession  by  him  for  or  in  the  name  or  on  the  account  of  his  master  or 
employer,  or  any  part  thereof,  shall  be  deemed  to  have  feloniously  stolen  the 
same  from  his  master  or  employer,  although  such  chattel,  money,  or  security 
was  not  received  into  the  possession  of  such  master  or  employer  otherwise 
than  by  the  actual  possession  of  his  clerk,  servant,  or  other  person  so 
employed."  The  necessary  elements  of  embezzlement  are  these  :  (1)  the 
relationship  of  master  and  servant  (see  R.  v.  Negus,  1873,  L.E.  2  C.C.R.  34) ; 
(2)  the  property  must  be  taken  for  or  on  account  of  the  master ;  (3)  the 
property,  or  some  part  thereof,  must  be  fraudulently  embezzled.  See  also 
the  Larceny  Act  1901  (1  Ed.  VII.  c.  10). 

The  Misappropriation  by  Servants  Act  1863  (26  &  27  Vict.  c.  103) 
enacts  that  servants  taking  their  master's  corn  without  authority,  for  the 
purpose  of  giving  the  same  to  their  master's  horses,  shall  not  be  guilty  of 
felony,  as  they  were  before  that  act,  but  shall  be  liable,  on  conviction  before 
two  justices  of  the  peace,  to  imprisonment,  with  or  without  hard  labour, 
for  not  more  than  three  months,  or  to  a  fine  not  exceeding  £5. 

The  Fabrication  of  Accounts  Act  1875  (38  &  39  Vict.  c.  24)  enacts  that 
if  any  clerk,  ofl&cer,  or  servant  shall  wilfully,  and  with  intent  to  defraud, 
destroy,  alter,  mutilate,  or  falsify  any  book,  paper,  writing,  valuable 
security,  or  account  which  belongs  to  or  is  in  the  possession  of  his  employer, 
or  has  been  received  by  him  for  or  on  behalf  of  his  employer,  or  shaU 
wilfully,  and  with  intent  to  defraud,  make  or  concur  in  making  any  false 
entry  in,  or  omit  or  alter,  or  concur  in  omitting  or  altering,  any  material 
particular  from  or  in  any  such  book  or  any  document  or  account,  he  shall 
be  guilty  of  a  misdemeanour,  and  be  liable  to  a  punishment  of  seven  years' 
penal  servitude,  or  two  years'  imprisonment  with  or  without  hard  labour. 

Termination  of  the  Contract  of  Service. — The  contract  of  service 
may  be  terminated  (1)  by  the  efflux  of  the  time  for  which  it  was  made ; 
(2)  by  sufficient  notice  given  by  either  party  to  the  agreement ;  (3)  by 
breach  of  the  agreement  by  either  party. 
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The  first  of  these  headings  calls  for  no  remarks. 

Under  the  second  heading  the  question  naturally  arises,  "What  is 
sufficient  notice?"  Where  the  agreement  specifies  what  notice  shall  be 
given  by  the  parties  to  terminate  the  agreement,  such  notice  is  naturally 
sufficient.  There  is  a  presumption  that,  in  the  absence  of  anything  to 
the  contrary,  an  agreement  of  service  is  for  a  year,  and  a  yearly  agreement 
can  not  be  ended  before  the  expiration  of  the  year.  In  many  cases  the  fact 
that  the  servant's  wages  are  paid  weekly  will  determine  the  hiring  to  be  a 
weekly  one,  in  which  case  a  week's  notice  is  all  that  the  servant  can  demand. 
Many  classes  of  agreements  of  service  are,  however,  subject  to  custom  in 
this  respect,  provided  that  the  custom  be  not  incompatible  with  the  terms 
of  the  agreement.  The  commonest  example  of  such  a  custom  is  that  which 
gives  domestic  and  menial  servants  and  their  masters  the  right  to  terminate 
the  contract  of  service  by  a  month's  notice  or  the  payment  of  a  month's 
wages  in  lieu  thereof. 

Should  either  party  terminate  the  contract  without  giving  the  notice 
required,  he  is  liable  to  an  action  by  the  other  party.  Actions  by  masters 
against  their  servants  are  rare,  because  in  most  cases  the  damage  is  slight, 
and  the  chance  of  recovering  such  damages  and  costs  is  slighter.  Such 
actions,  however,  undoubtedly  lie,  and  are  sometimes  brought. 

A  master  who  dismisses  his  servant  without  just  cause  and  without  due 
notice  is  liable  to  an  action  for  wrongful  dismissal  at  the  suit  of  the  servant. 
For  the  measure  of  damages  in  such  cases  see  Mayne's  Treatise  on  Damages, 
7th  ed.  pp.  238  et  seq. 

Seduction. — A  master  has  by  English  law  a  right  of  action  against 
a  person  who  seduces  his  servant.  The  action  is  based  on  the  loss  to  the 
master  of  his  servant's  services. 

Combinations  by  Masters  and  Servants,  and  inducing  Servants 
TO  BREAK  their  CONTRACTS. — On  this  head  see  Mogul  Steamship  Co.  v. 
Macgregor  [1892],  A.C.  25 ;  Templeton  v.  Bussell  [1893],  Q.B.  715 ;  Allen 
V.  Flood  [1898],  A.C.  1 ;  Quinn  v.  Leatham  [1901],  A.C.  495 ;  Bead  v. 
Friendly  Society  of  Stonemasons  [1902],  2  K.B.  88 ;  Glamorgan  Coal  Co. 
V.  South  Wales  Miners'  Federation  [1903],  1  K.B.  118 ;  [1903]  2  K.B.  545. 

Accidents  to  Workmen. — Common  Law. — Prior  to  recent  legislation,  a 
master  was  in  few  instances  liable  to  his  servant  for  injuries  sustained 
during  his  employment.  At  Common  Law  the  master  is  Kable  to  his 
servants  for  injury  caused  by  his  own  personal  negligence,  whether  such 
neghgence  be  in  his  own  conduct  or  the  management  of  his  business 
{Blyth  V.  Birmingham  Waterivorks,  1856,  11  Ex.  781 ;  Heaven  v.  Bender, 
1883,  11  Q.B.D.  507).  Examples  of  such  negligence  are  the  failure  to 
supply  suitable  and  adequate  tools  and  machinery,  or  the  adoption  of 
a  defective  svstem  (Bryden  v.  Stewart,  1855,  2  Macq.  H.L.  30 ;  Williams 
V.  Birmingham  Battery  Co.  [1899],  2  Q.B.  338).  In  Smith  v.  Baker 
[1891],  A.C.  325,  Lord  Herschell  stated:  "An  employer  is  bound  at 
common  law  to  so  carry  on  his  business  as  not  to  expose  his  workmen 
to  unreasonable  risks."  Breach  of  statutory  regulations,  such  as  are 
imposed  by  the  Factory  Acts,  amount  to  negligence  which  renders  the 
employer  liable  {Groves  v.  Lord  Wimborne  [1898],  2  Q.B.  402).  The 
doctrine  of  common  employment  in  many  cases  prevented  the  servant 
from  bringing  a  successful  action  against  his  employer.  This  doctrine 
has  been  enunciated  as  follows :  "  If  the  person  occasioning  and  the 
person  suffering  injury  are  fellow  -  workmen  engaged  in  a  common 
employment,  and  having  a  common  master,  such  master  is  not  respon- 
sible for  the  consequences   of  the  injury"  (Euegg,  Accidents  to   Work- 


26  MASTER  AND  SERVANT  (ENGLAND) 

men,  6th  ed.  p.  11).  This  doctrine  was  founded  on  the  argument 
that  the  workman  in  entering  the  employment  knew  that  there  was 
a  risk  of  injury  "  not  only  from  his  own  want  of  skill  or  care,  but 
also  from  the  want  of  it  on  the  part  of  his  fellow-servants,  and  he  must 
be  supposed  to  have  contracted  on  the  terms  that  as  between  himself  and 
his  master  he  would  run  this  risk"  {Hutchinson  v.  York,  Newcastle,  and 
Berwick  Railway,  1850,  5  Exch.  343).  The  respective  grades  of  the  injured 
and  the  person  causing  such  injury  are  immaterial,  provided  they  be 
employed  in  the  same  industry  {Searle  v.  Lindsey,  1861,  11  C.B.  (n.s.)  429 
(engineer  and  seaman) ;  Hedley  v.  Pinkney  [1892],  1  Q.B.  58  (master  and 
seaman) ;  Waller  v.  S.-E.  By.  Co.,  1863,  2  H.  &  C.  102  (guard  and  plate- 
layer); Wigmore  v.  Jay,  1850,  5  Exch.  354  (labourer  and  foreman)).  The 
employer  must  be  common  to  both  the  party  suffering  the  injury  and  the 
party  inflicting  it  {Johnson  v.  Lindsay  [1891],  A.C.  371). 

The  master  was,  moreover,  protected  by  the  doctrine  of  "  Volenti  non  Jit 
injuria,"  as  to  which  see  infra.  Employers'  Liability,  and  by  the  fact  that 
previous  to  1846  he  was  only  liable  to  the  workman  himself,  and  consequently 
was  not  liable  to  pay  compensation  in  cases  where  death  occurred  before 
judgment  was  obtained  against  him  {Actio  personalis  moritur  cum  persona). 
The  defence  of  contributory  negligence  was  also  open  to  him.  This  defence  is 
still  available  under  the  Employers'  Liability  Act,  but  not  under  the  Work- 
men's Compensation  Act.  The  master  was  not  liable  for  the  negligence  of 
those  to  whom  he  had  delegated  the  management  of  the  business,  but  only 
for  his  own  personal  negligence. 

Lord  CampheWs  Act,  or  the  Fatal  Accidents  Act  1846  (9  &  10  Vict. 
c.  93),  provides  that  wheresoever  the  death  of  a  person  shall  be  caused  by 
wrongful  act,  neglect,  or  default,  and  the  act,  neglect,  or  default  is  such  as 
would  (if  death  had  not  ensued)  have  entitled  the  party  injured  to  maintain 
an  action  and  recover  damages  in  respect  thereof,  then  in  every  such  case 
the  person  who  would  have  been  liable  if  death  had  not  ensued  shall  be 
liable  to  an  action  for  damages,  notwithstanding  the  death  of  the  person 
injured,  and  although  the  death  shall  have  been  caused  under  such  circum- 
stances as  amount  in  law  to  felony.  Such  action  is  brought  for  the  benefit 
of  the  wife,  husband,  parent,  and  child  of  the  person  whose  death  shall 
have  been  so  caused,  and  shall  be  brought  by  and  in  the  name  of  the 
executor  or  administrator  of  the  deceased.  The  jury  may  apportion  the 
damages  between  the  parties  for  whose  benefit  the  action  is  brought.  An 
Amending  Act,  passed  in  1864,  enacts  that  where  there  is  no  executor  or 
administrator,  or  where  there  is  one  and  no  action  has  been  brought  by  and 
in  his  name  within  six  calendar  months  from  the  death  of  the  deceased, 
the  action  may  be  brought  by  and  in  the  name  or  names  of  all 
or  any  of  the  persons  for  whose  benefit  the  action  would  have  been  if 
brought  by  the  executor  or  administrator.  The  action  is  still  to  be  for  the 
benefit  of  the  same  parties  as  before.  The  action  can  only  be  brought 
where  there  has  been  actual  pecuniary  loss  or  a  reasonable  expectation 
of  benefits  from  the  deceased  ;  "  and  such  reasonable  expectation  might  well 
exist,  though  from  the  father  not  being  in  need,  the  son  had  never  done 
anything  for  him  "  {Franklin  v.  S.-B.  By.,  1858,  3  H.  &  N.  215  ;  Eethering- 
ton  V.  N.-B.  By.,  1882,  9  Q.B.D.  160). 

Employers'  Liability  Act  1880  (43  &  44  Vict.  c.  42)  did  away  with  the 
defence  of  common  employment  in  certain  cases  by  enacting  that  where 
any  workman  suffered  personal  injury  (1)  by  reason  of  any  defect  in  the 
condition  of  the  ways,  works,  machinery,  or  plant  connected  with  or  used 
in  the  business  of  the  employer ;  or  (2)  hj  reason  of  the  negligence  of  any 
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person  in  the  service  of  the  employer  who  has  any  superintendence 
entrusted  to  him  whilst  in  the  exercise  of  such  superintendence ;  or  (3) 
by  reason  of  the  negligence  of  any  person  in  the  service  of  the  employer 
to  whose  orders  or  directions  the  workman  at  the  time  of  the  injury  was 
bound  to  conform,  and  did  conform,  where  such  injury  resulted  from  his 
having  so  conformed  ;  or  (4)  by  reason  of  the  act  or  omission  of  any  person 
in  the  service  of  the  employer,  done  or  made  in  obedience  to  the  rules  or 
bye-laws  of  the  employer,  or  in  obedience  to  particular  instructions  given 
by  any  person  delegated  with  the  authority  of  the  employer  in  that  behalf; 
or  (5)  by  reason  of  the  negligence  of  any  person  in  the  service  of  the 
employer  who  has  the  charge  or  control  of  any  signal,  points,  locomotive 
engine,  or  train  upon  a  railway,  the  workman,  or  in  case  the  injury  results 
in  death,  the  legal  personal  representatives  of  the  workman,  and  any 
persons  entitled  in  case  of  death  (see  these  set  out  supra  under  Lord  Camp- 
bell's Act),  should  have  the  same  right  of  compensation  as  if  the  workman 
had  not  been  a  workman  of  nor  in  the  service  of  the  employer,  nor  engaged 
in  his  work.  A  workman,  however,  has  no  right  to  compensation  nor  any 
remedy  under  the  Employers'  Liability  Act  in  the  following  cases.  Under 
heading  (1)  supra,  unless  the  defect  arose  from  or  had  not  been  discovered 
or  remedied  owing  to  the  negligence  of  the  employer  or  of  some  person  in 
the  service  of  the  employer,  and  entrusted  with  the  duty  of  seeing  that 
the  ways,  works,  machinery,  or  plant  were  in  proper  condition ;  under 
heading  (4)  supra,  unless  the  injury  resulted  from  some  impropriety  or 
defect  in  the  rules,  bye-laws,  or  instructions.  Any  rule  or  bye-law  which 
has  been  approved  or  has  been  accepted  as  proper  by  one  of  His  Majesty's 
Principal  Secretaries  of  State,  or  by  the  Board  of  Trade,  or  any  other  depart- 
ment of  the  Government,  under  or  by  virtue  of  any  Act  of  Parliament, 
shall  not  be  deemed  to  be  improper  or  defective  for  the  purposes  of  this  Act. 
Nor  can  the  workman  recover  in  any  case  where  he  knew  of  the  defect  or 
negligence  which  caused  the  injury,  and  failed  within  a  reasonable  time 
to  give  or  cause  to  be  given  information  thereof  to  the  employer,  or  some 
person  superior  to  himself  in  the  service  of  the  employer,  unless  he  was 
aware  that  the  employer  or  such  superior  already  knew  of  the  defect  or 
negligence. 

In  order  that  a  way  should  be  defective  within  the  meaning  of  the  Act, 
the  defect  must  be  permanent  or  quasi-permanent  in  its  condition.  A  mere 
temporary  obstruction  will  not  render  a  way  defective  {MGiffen  v.  Palmer's 
Shipbuilding  Co.,  Ltd.,  1882,  10  Q.B.D.  5  ;  Fegram  v.  Dixon,  1886,  55 
L.J.Q.B.  447 ;  Bromley  v.  Cavendish  Spinning  Co.,  1886,  2  T.L.R.  881  ; 
Willetts  V.  Watts  [1892],  2  Q.B.  92 ;  Tate  v.  Latham  [1897],  1  Q.B.  502). 
The  two  latter  cases  also  deal  with  the  question  of  what  constitutes  a  way. 

As  to  the  meaning  of  works  see  Howe  v.  Finch,  1886,  17  Q.B.D.  187 ; 
Brannigan  v.  BoMnson  [1892],  1  Q.B.  344  ;  Thomson  v.  City  Glass  Bottle  Co. 
[1902],  1  KB.  233. 

In  Yarmouth  v.  France,  1887,  19  Q.B.D.  647,  where  a  horse  was  held 
to  be  part  of  a  wharfinger's  plant,  Lindley,  L.J.,  held  that  the  word  in- 
cluded "  whatever  apparatus  is  used  by  a  business  man  for  carrying  on  his 
business — not  his  stock-in-trade  which  he  buys  or  makes  for  sale,  but  all 
goods  and  chattels,  fixed  or  moveable,  live  or  dead,  which  he  keeps  for 
permanent  employment  in  his  business"  (see  also  Haston  v.  Edinburgh 
Tramway  Co.,  1887,  14  Eettie,  621).  Plant  is  defective  if,  though  perfect 
in  itself,  it  is  used  for  a  purpose  for  which  it  is  unsuited  {Heske  v.  Samuel- 
son,  1883,  12  Q.B.D.  30  ;  Cripps  v.  Judge,  1884,  13  Q.B.D.  583) ;  but  a 
workman  cannot  make  his  master  liable  if  he  uses  the  plant  for  purposes 
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other  than  those  for  which  the  master  supplies  it.  The  mere  fact  that 
a  machine  is  dangerous  will  not  of  itself  make  the  plant  defective  ( Walsh 
V.  Whitely,  1888,  21  Q.B.D.  371);  but  if  the  danger  is  extraordinary, 
defectiveness  may  be  deduced  from  the  danger,  as,  for  instance,  if  it  be 
dangerous  "without  any  fault  of  his  own"  on  the  part  of  the  workman 
{Morgan  v.  Hutchins,  1890,  59  L.J.Q.B.  197). 

The  defence  of  Volenti  non  fit  injuria  was  still  left  open  to  the  employer 
by  this  Act.  This  doctrine  may  be  expressed  in  the  language  of  Willes,  J. : 
"  If  a  servant  enters  into  an  employment  knowing  that  there  is  danger, 
and  is  satisfied  to  take  the  risk,  it  becomes  part  of  the  contract  between 
him  and  his  employer  that  the  servant  shall  expose  himself  to  such  risks 
as  he  knows  are  consistent  with  the  employment "  {Saxton  v.  Hawksworth, 
1872,  26  L.T.  851).  The  doctrine  has  been  the  subject  of  many  decisions 
in  recent  years,  the  gist  of  which  may  be  deduced  from  Smith  v.  Baker 
[1891],  A.C.  325,  and  Williams  v.  The  Birmingham  Battery  Co.  [1899], 
2  Q.B.  338.  The  law  now  appears  to  be  settled  that  the  question  for  the 
jury  is  whether  the  plaintiff  knew  and  appreciated  the  risk,  and  agreed  to 
take  the  consequences  of  that  risk.  The  defendant  must  get  a  definite 
finding  from  the  jury  that  the  plaintiff  agreed  to  take  the  risk.  No  presump- 
tion that  the  plaintiff  agreed  to  take  the  risk  arises  from  the  fact  that  he 
continued  in  his  master's  employment,  even  if  he  knew  and  appreciated 
the  risk. 

A  plaintiff  in  an  action  under  the  Employers'  Liability  Act  is  also  liable 
to  be  met  with  the  defence  of  contributory  negligence.  This  doctrine,  which 
is  part  of  the  general  common  law  of  negligence,  prevents  a  plaintiff  from 
recovering  damages  for  the  negligence  of  the  defendant,  if  his  own  negli- 
gence has  so  contributed  to  the  accident  as  to  be  the  causa  causans  thereof. 
Even  if  there  is  negligence  on  the  part  of  the  defendant  which  was  the 
cause  of  the  accident  the  plaintiff  cannot  recover  damages  if,  when  he 
knew  or  should  have  known  of  such  negligence,  he  could  have  prevented 
the  occurrence  of  the  accident,  and  did  not  take  steps  to  do  so. 

By  sec.  3  of  the  Act  the  amount  of  compensation  recoverable  shall  not 
exceed  such  sum  as  may  be  found  to  be  equivalent  to  the  estimated 
earnings,  during  the  three  years  preceding  the  injury,  of  a  person  in  the 
same  grade  employed  during  those  years  in  the  like  employment  and  in  the 
district  in  which  the  workman  is  employed  at  the  time  of  the  injury. 

Section  4  provides  that  in  order  to  maintain  the  action  notice  of  the 
injury  must  be  given  within  six  weeks  of  the  accident,  and  the  action  must 
be  commenced  within  six  months  of  the  accident.  When,  however,  death 
results  from  the  accident,  the  time  for  commencing  the  action  is  enlarged 
to  twelve  months,  and  the  lack  of  notice  of  the  accident  is  not  fatal  to  the 
plaintiff's  claim  provided  that  at  the  trial  the  judge  be  satisfied  that  there 
was  reasonable  excuse  for  the  notice  not  having  been  given. 

Section  5  provides  that  any  penalty  paid  to  the  workman,  or  his  representa- 
tives, in  pursuance  of  an  Act  of  Parliament,  in  respect  of  the  same  cause 
of  action,  shall  be  deducted  from  the  amount  of  compensation  recovered 
by  the  workman. 

Actions  under  this  Act  must  be  brought  in  the  County  Court,  but 
machinery  is  provided  by  sec.  6  for  their  removal  into  a  superior  court. 
Actions  may  be  tried  with  or  without  a  jury,  and  when  tried  without  a 
jury  one  or  more  assessors  may  be  appointed  for  the  purpose  of  assessing 
the  compensation  (sec.  6  (2)). 

Section  8  contains  the  following  definitions :  " '  Person  who  has  superin- 
tendence entrusted  to  him '  means  a  person  whose  sole  or  principal  duty  is 
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that  of  superintendence,  and  who  is  not  ordinarily  engaged  in  manual  labour. 
'  Employer '  includes  a  body  of  persons,  corporate  or  incorporate.  '  Work- 
man '  means  a  railway  servant  and  any  person  to  whom  the  Employer  and 
Workmen  Act  1875  applies." 

The  Act  applies  to  Scotland  and  Ireland,  where  the  expression  "  County 
Court "  means  the  Sheriff's  Court  and  Civil  Bill  Court  respectively. 

The  Workmen's  Compensation  Act  1897  (60  &  61  Vict.  c.  37)  intro- 
duced a  completely  novel  principle  in  the  English  and  Scotch  law.  We 
have  seen  how  the  Employers'  Liability  Act  1880  narrowed  the  defences 
open  to  a  master  whose  employee  was  injured.  That  Act,  however,  at  least 
made  the  workman  responsible  for  the  results  of  his  own  negligence.  The 
short  effect  of  the  Act  of  1897  is  to  make  the  master  liable  to  pay  com- 
pensation for  every  accident  to  his  workmen,  arising  out  of  and  in  the 
course  of  the  employment,  and  causing  disablement  for  a  period  of  two 
weeks,  provided  such  accident  was  not  the  result  of  "  the  serious  and  wilful 
misconduct "  of  the  workmen  injured.  The  Act  has  given  rise  to  an  almost, 
if  not  quite,  unprecedented  amount  of  litigation,  and  new  points  of  dispute 
continue  to  crop  up,  though  not  with  the  same  frequency  as  in  the  first 
three  years  after  the  passing  of  the  Act. 

To  enable  a  workman  to  recover  he  must  have  been  engaged  in  an 
employment  to  which  the  Act  applies.  These  employments  are  found  in 
sec.  7,  and  are :  Employment  as  in  or  about  a  railway  {i.e.  the  railway  of 
any  railway  company  to  which  the  Regulation  of  Railways  Act  1873 
applies,  and  a  light  railway  made  under  the  Light  Railways  Act  1896) ; 
factory  {i.e.  a  factory  within  the  meaning  of  the  Factory  and  Workshop  Acts 
1878-1891,  and  any  dock,  wharf,  quay,  warehouse,  machinery,  or  plant,  to 
which  any  provision  of  the  Factory  Acts  is  applied  by  the  Factory  and  Work- 
shop Act  1895),and  every  laundry  worked  by  steam,  water,  or  other  mechanical 
power.  By  the  operation  of  the  Interpretation  Act  1889  (52  &  53  Vict. 
c.  63,  8.  38  (1)  the  Factory  Act  1901  must  now  be  substituted  for  the 
Acts  above  mentioned);  mine  {i.e.  a  mine  to  which  the  Coal  Mines 
Regulation  Act  1887,  or  the  Metalliferous  Mines  Regulation  Act  1872, 
applies) ;  quarry  {i.e.  a  quarry  under  the  Quarries  Act  1894) ;  or  engin- 
eering work  {i.e.  any  work  of  construction  or  alteration  or  repair  of  a  rail- 
road, harbour,  dock,  canal,  or  sewer,  and  any  other  work  for  the  construction, 
alteration,  or  repair,  of  which  machinery  driven  by  steam,  water,  or  other 
mechanical  power  is  used).  The  Act  also  applies  to  employment  on,  in,  or 
about  any  building  which  exceeds  30  feet  in  height,  and  is  either  being 
constructed  or  repaired  by  means  of  a  scaffolding,  or  being  demolished,  or 
on  which  machinery  driven  by  steam,  water,  or  other  mechanical  power  is 
being  used  for  the  purpose  of  the  construction,  repair,  or  demolition  thereof. 

Whether  an  accident  happen  "  on,  in,  or  about  '■  a  factory  is  a  question  of 
fact,  and  "about"  means  "  in  close  propinquity"  or  "physically  contiguous  "  to 
the  factory,  the  locality  and  not  the  employment  being  considered  {Powell 
v.  Broivn  [1899],  1  Q.B.  157 ;  Fenn  v.  Miller  [1900],  1  Q.B.  788  ;  Monaghan 
V.  United  Collieries,  1900,  3  F.  149).  The  following  are  the  chief  cases  in 
which  this  doctrine  has  been  applied :  Lowth  v.  Ihhotson  [1899],  1  Q.B. 
1003  ;  Chambers  v.  Whitehaven  Harbour  Commissioners  [1899],  2  Q.B.  132  ; 
Bell  V.  Whitton,  1899, 1  F.  942 ;  Cosgrave  v.  Anglo-American  Oil  Co.,  1900, 
34  Ir.  L.T.R.  56 ;  Kent  v.  Porter,  1901,  38  S.L.R.  482 ;  Cooper  v.  MacGovern 
1901,  4.  F.  249 ;  Caledonian  By.  Co.  v.  Bathgate,  1901,  4  F.  313. 

A  "  railway  "  includes  a  shed  in  a  goods  yard  {Devine  v.  Caledonian  Ry. 
Co.,  1899,  4  F.  1105)  and  a  smithy  in  a  station  yard  {Caledonian  By.  Co.  v. 
Breslin,  1900,  2  F.  1158) ;  but  not  a  private  line  branching  off  a  railway 
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company's  line  (Brodie  v.  North  British  Railway,  1900,  3  F.  75),  nor  a 
refreshment  room  on  a  station  platform  (Mllner  v.  Great  Northern  By.  [1900], 
1  Q.B.  795). 

Machinery  worked  by  hand  does  not  come  within  "  mechanical  power  " 
in  sec.  38  of  the  Factory  and  Workshop  Act  1878  (see  now  Factory  Act 
1901)  so  as  to  entitle  a  workman  to  compensation  (Brown  v.  Harriot,  1899, 
33  Ir.  L.T.  123 ;  Wrigley  v.  Bagley  [1901],  1  K.B.  780 ;  Willmott  v.  Baton 
[1902],  1  K.B.  237). 

Dock. — After  much  litigation  it  has  been  decided  by  the  House  of  Lords 
that  a  ship  in  dock  is  within  the  Act  (Baine  v.  Johson  [1901],  A.C.  404; 
Cattermole  v.  Atlantic  2Vansport  Co.  [1902],  1  K.B.  204).  It  is  immaterial 
whether  the  dock  be  a  dry  or  a  wet  one.  As  to  how  far  from  the  water  a  dock 
extends,  see  Kenny  v.  Harrison  [1902],  2  K.B.  168 ;  Haddock  v.  Humphrey 
[1900],  1  Q.B.  609. 

Wharf.— In  Hall  v.  Snowden  [1899],  2  Q.B.  136,  the  Court  of  Appeal 
decided  that  a  wharf  to  which  none  of  the  provisions  of  the  Factory  Acts 
had  in  fact  been  applied  was  not  within  the  Act.  In  the  Scotch  case  of 
Strain  v.  Sloan,  1901,  3  F.  663,  the  Lord  Justice  Clerk  referred  to  this  decision 
as  "  not  satisfactory."  See  also  Ruegg,  Accidents  to  Workmen,  6th  ed.  pp.  210 
et  seq.  In  Haddock  v.  Humphrey  [1900],  1  Q.B.  609,  the  Court  held  that 
a  wharf  suggested  contiguity  to  water  and  did  not  include  a  timber  yard 
150  yards  away  from  the  water  (see  also  Kenny  v.  Harrison  [1902],  2  K.B. 
168).  A  floating  wharf  not  in  any  way  connected  with  the  shore  has  been 
held  to  be  within  the  Act  (Bllis  v.  Cory  [1902],  1  K.B.  38). 

A  Warehouse  need  not  be  contiguous  to  water  nor  ejusdem  generis  with 
a  dock,  wharf,  or  quay  ( Willmott  v.  Baton,  [1901],  1  K.B.  237). 

Many  cases  decided  on  the  words  "  machinery  or  plant "  used  in  the 
process  of  loading  or  unloading  can  now  be  disregarded,  owing  partly  to  the 
decision  in  Baine  v.  Johson  [1901],  A.C.  404,  and  partly  to  the  new 
language  of  sec.  104  of  the  Factory  Act  1901,  which  is  substituted  for 
sec.  23  of  the  Factory  Act  1895.  The  new  section  makes  all  machinery  or 
plant  used  in  the  process  of  loading  or  unloading  or  coaling  any  ships  in 
any  dock,  harbour,  or  canal  a  "  factory."  "  Plant "  includes  any  gangway  or 
ladder  used  by  any  person  employed  to  load  or  unload  or  coal  a  ship,  while 
"  harbour  "  is  given  the  extended  meaning  which  it  bears  in  the  Merchant 
Shipping  Act  1894. 

It  has  been  held  that  a  railway  connecting  a  coal  mine  with  a  depot  or  a 
main  line  is  not  a  part  of  the  mine  (Turnhull  v.  Lampton  Collieries  Co.,  Ltd., 
1900,  82  L.T.  589 ;  Caton  v.  Summerlee  Iron  Co.,  1902,  4  F.  989).  A  rail- 
way siding,  however,  is  part  of  a  mine  {Monaghan  v.  United  Collieries,  Ltd., 
1900,  3  F.  149). 

Engineering  Works. — Construction,  alteration,  or  repair  do  not  include 
the  removal  of  plant  from  an  engineering  work  where  the  plant  has 
performed  its  work  {Bae  v.  Fraser,  1899,  1  F.  1017).  In  Chambers  v. 
Whitehaven  Harhour  Commissioners  [1899],  2  Q.B.  132,  the  Court  avoided 
deciding  whether  the  dredging  of  a  harbour  came  within  the  words 
"  construction,  alteration,  or  repair." 

Bailroad  was  held  in  Fullick  v.  Evans,  1901,  84  L.T.  413,  to  have  as  wide 
a  meaning  as  "  railway  "  and  to  include  the  erection  of  a  signal  box.  In 
Fletcher  v.  London  United  Tramways  Co.  [1902],  2  K.B.  269,  the  word  was 
held  to  include  a  tramway. 

Any  other  work  has  been  held  to  apply  to  the  repair  of  a  road  by  means 
of  a  steam-roller  (Middlemiss  v.  Berwick  County  Council,  1900,  2  F.  392). 
The  work  need  not  be  ejusdem  generis  with  the  other  works  mentioned  in 
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the  section  (Cosgrove  v.  Partington,  1900,  17  T.L.E.  39).  As  to  running 
tests  of  machinery  see  Furves  v.  Sterne,  1900,  2  F.  887 ;  Beid  v.  Fleming, 
1901,  3  F.  1000. 

Steam,  Water,  or  other  Mechanical  Fower. — See  Brown  v.  Harriot,  1899, 33 
Ir.  L.T.  123 ;  Wrigley  v.  Bagley  [1901],  1  K.B.  780 ;  Willmott  v.  Faton 
[1902],  1  KB.  237. 

A  building  which  exceeds  thirty  feet  in  height  means  a  building  which  is 
more  than  thirty  feet  high  at  the  time  of  the  accident  (Billings  v.  Holloway 
[1899],  1  Q.B.  70),  and  it  is  a  question  of  fact  for  the  arbitrator,  whether 
the  building  is  over  that  height  or  not  {Knight  v.  Cubitt  [1902],  1  K.B. 
31).  Up  to  the  present  no  definite  system  of  measurement  has  been  laid 
down. 

Constructed  or  Bepaired. — In  Hoddinott  v.  Newton  Chambers  and  Co. 
[1901],  A.C.  49,  Lord  Macnaghton  said :  "  I  do  not  think  '  construction '  can 
be  limited  to  original  construction.  Nor  do  I  think  that '  construction '  and 
repair  can  be  limited  to  the  construction  and  repair  of  a  building  as  a 
whole.  It  seems  to  me  that  whenever  new  material  is  put  into  a  building,  so 
that  it  becomes  an  integral  part  of  the  structure,  you  have  something  in 
the  nature  of  construction ;  and  that  a  building  which  is  being  so  treated  is 
being  constructed  within  the  meaning  of  the  Act."  Lord  Morris  said :  "  In 
my  opinion  when  you  realise  what  the  entity  called  the  building  is,  all 
operations  on  it  must  be  either  constructing  or  repairing  or  demoUshing — 
alteration  in  its  construction  is,  in  my  opinion,  constructing."  In  Dredge 
V.  Conway  [1901],  2  K.B.  42,  the  Court  of  Appeal,  following  Soddinott  v. 
Newton  Chambers,  held  that  painting  and  whitewashing  came  within  the 
word  repair,  although  they  reserved  the  question  of  mere  ornamentation. 

Scaffolding. — Whether  or  not  an  erection  is  a  scaffolding  is  a 
mixed  question  of  fact  and  law,  see  on  this  point  Hoddinott  v.  Newton 
Chambers  [1901],  A.C.  49  ;  Dredge  v.  Conway  [1901],  2  K.B.  42 ;  Veaijey  v. 
Chattle  [1902],  1  K.B.  494.  An  accident  during  the  removal  of  the 
scaffolding  is  within  the  Act  {Frid  v.  Fenton,  1900,  69  L.  J.Q.B.  436),  nor  is 
it  necessary  that  the  scaffolding  be  in  use  at  the  time  of  the  accident 
(Halsteadv.  Thomson,  1901,  3  F.  668),  nor  that  the  scaffolding  be  thirty  feet 
in  height  {Hoddinott  v.  Nevjton  Chambers  [1901],  A.C.  49).  If  machinery 
driven  by  steam,  water,  or  other  mechanical  power  be  used  the  building 
need  not  be  over  thirty  feet  in  height,  nor  need  scaffolding  be  used  thereon 
{Mellor  V.  Tomkinson  [1899],  1  Q.B.  374;  Murnin  v.  Caldertvood,  1899, 
1  F.  862).  As  to  steam,  water,  or  other  mechanical  power,  see  the  cases 
above. 

The  persons  liable  to  pay  compensation  are  the  "  undertakers."  These 
are  defined  by  sec.  7  (2)  as  follows :  in  the  case  of  a  railway,  the  railway 
company ;  in  the  case  of  a  factory,  quarry,  or  laundry,  the  occupier  thereof, 
within  the  meaning  of  the  Factory  and  Workshop  Acts  1878  to  1895  (now 
the  Factory  and  Workshop  Act  1901) ;  in  the  case  of  a  mine,  the  owner 
thereof  within  the  meaning  of  the  Coal  Mines  Regulation  Act  1887,  or  the 
MetalKferous  Mines  Regulation  Act  1872 ;  in  the  case  of  an  engineering 
work,  the  person  undertaking  the  construction,  alteration,  or  repair ;  in  the 
case  of  a  building,  the  person  undertaking  the  construction,  repair,  or 
demolition.  This  section  must  be  read  with  sec.  4,  which  enacts  that 
where  the  undertakers  contract  with  any  person  for  the  execution  by  such 
contractor  of  any  work,  and  the  undertakers  would,  if  such  work  were 
executed  by  workmen  immediately  employed  by  them,  be  liable  to  pay 
compensation  under  the  Act  to  those  workmen,  the  undertakers  shall 
be  liable  to  pay  to  any  workman  employed  in  the  execution  of  the  work  any 
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compensation  which  is  payable  to  the  workman  (whether  under  the  Act  or 
in  respect  of  personal  negligence  or  wilful  act  independently  of  the  Act)  by 
the  contractor,  or  would  be  so  payable  if  such  contractor  were  an  employer 
to  whom  the  Act  applied.  The  undertakers  are,  however,  entitled  to  be 
indemnified  by  any  other  person  who  would  have  been  liable  but  for  this 
section.  The  section,  however,  does  not  apply  to  any  contract  for  the 
execution  of  any  work  which  is  merely  ancillary  or  incidental  to,  and  is  no 
part  of,  or  process  in,  the  trade  or  business  carried  on  by  the  undertakers. 

It  has  been  held  that  persons  hiring  a  dock  in  which  to  repair  a  ship 
have  the  use  and  occupation  of  the  dock  and  are  the  undertakers  within  the 
section  {Raine  v.  Jobson  [1901],  A.C.  404).  The  use  and  occupation  need 
not  be  exclusive  (Bartell  v.  Gray  [1902],  1  K.B.  225).  In  the  case  of  a 
building,  persons  undertaking  a  substantial  part  of  the  work  are  undertakers 
{Mason  v.  Dean  [1900],  1  Q.B.  770 ;  Cooper  and  Crane  v.  Wright  [1902], 
A.C.  299). 

Under  sec.  4  (supra)  it  has  been  held  that  the  erection  of  plant  for  an 
electric  tramway  company  and  the  repair  of  machinery  in  a  textile  factory 
are  not  part  of  the  respective  businesses  {Brennan  v.  Dublin  United  Tram- 
way Co.,  1900,  34  Ir.  L.T.R.  113 ;  Wrigley  v.  Bagley  [1901],  1  K.B.  780). 
The  erection  of  signals  is,  but  the  reconstruction  of  a  station  is  not  part  of 
the  business  of  a  railway  company  (Burns  v.  North  British  By.,  1 900,  2  F. 
629 ;  Pearce  v.  L.  &  S.-  W.  R.  [1900],  2  Q.B.  100).  Demolition  is  part  of  the 
business  of  a  builder  (Knight  v.  CuUtt  [1902],  1  K.B.  31). 

The  indemnity  provided  by  sec.  4  includes  the  costs  of  the  arbitration 
(G.  N.  By.  V.  Whitehead,  1902,  18  T.L.E.  816). 

Accident. — It  was  held  in  Hensey  v.  White  [1900],  1  Q.B.  481,  that  in 
order  to  constitute  an  accident  within  the  meaning  of  the  Act  there  must 
be  an  element  of  something  fortuitous  and  unexpected.  The  House  of 
Lords  have  now  laid  down  in  Fenton  v.  Thorley  [1903],  A.C.  443,  that  the 
word  is  used  in  the  Act  in  its  ordinary  meaning  of  a  mishap,  and  would  cover 
rupture  caused  by  over-exertion  or  strain.  The  accident  must  arise  both 
out  of  and  in  the  course  of  the  employment  (Smith  v.  L.  &  Y.  By.  Co.  [1899], 
1  Q.B.  141).  Thus  an  accident  caused  by  horseplay  is  outside  the  Act 
(Armitagev.  L.  &  Y.  B.  [1902],  2  K.B.  178).  So  also  is  an  accident  caused 
by  a  workman  remaining  in  a  place  where  he  had  no  right  to  be  after  he 
had  been  suspended  from  work  (Smith  v.  Normanton  Colliery  Co.  [1903], 
1  K.B.  204),  and  accidents  caused  by  workmen  doing  acts  outside  of  the 
sphere  of  their  employment  (Lowe  v.  Pearson  [1899],  1  Q.B.  261 ;  Losh  v. 
Evans,  1902,  19  T.iIr.  142).  Where,  however,  the  workman  in  an 
emergency  does  an  act  in  his  master's  interests  and  sustains  an  accident,  he 
is  entitled  to  recover  (Bees  v.  Thomas  [1899],  1  Q.B.  1015).  An  accident 
cannot  arise  out  of  the  employment  unless  the  employment  has  begun,  and 
in  cases  of  workmen  being  injured  on  their  way  to  work  it  is  a  question  of 
fact  when  the  employment  commences  (Holness  v.  Mackay  [1899],  2  Q.B. 
319  ;  Holmes  v.  G.  N.  By.  [1900],  2  Q.B.  409  ;  Bavies  v.  Bhymney  Iron  Co., 
1900, 16  T.L.R.  329).  In  Blovett  v.  Sawyer,  1903,  20  T.L.R.  105,  an  accident 
which  occurred  during  the  meal  hour,  it  was  held  to  arise  out  of  and  in  the 
course  of  the  employment. 

Serious  and  Wilful  Misconduct. — A  workman  ean  not  recover  compensa- 
tion if  he  has  himself  been  guilty  of  serious  and  wilful  misconduct  (sec.  1 
(2)  (c)).  It  is  a  question  of  fact  whether  or  not  a  workman  has  been  guilty 
of  serious  and  wilful  misconduct  (MacNicholas  v.  Dawson  [1899],  1  Q.B.  773  ; 
G.  &  S.-  W.  By.  V.  Zaidlaw,  1900,  2  F.  708).  The  onus  of  proof  lies  on  the 
employer  (MacNicholas  v.  Daioson,  ubi  supra).   Negligent  or  even  rash  conduct 
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does  not  necessarily  amount  to  serious  and  wilful  misconduct  (ibid.),  nor 
does  the  breach  of  a  rule  under  the  Coal  Mines  Regulation  Act  {Kumboll  v. 
Nunnery  Colliery  Co.,  1899,  80  L.T.  42). 

Notice  of  the  accident  must  be  given  as  soon  as  practicable  after  the 
accident  and  before  the  workman  has  voluntarily  left  the  employment. 
The  claim  for  compensation  must  be  made  within  six  months  of  the 
accident,  or  if  death  result,  within  six  months  of  the  death  (sec.  2  (1)). 
The  claim  for  compensation  does  not  mean  the  commencement  of  proceed- 
ings {Poioell  V.  Main  Colliery  Go.  [1900],  A.C.  366). 

A  workman  may  proceed  under  the  Act  or  independently  of  the  Act, 
but  having  failed  to  recover  in  one  set  of  proceedings,  he  cannot  start 
another  (sec.  1  (2)  (&)).  Where,  however,  in  an  action  not  under  the  Act  the 
workman  fails  to  establish  his  case,  but  it  is  shown  that  the  employer  would 
have  been  liable  under  the  Act,  the  workman  may,  if  he  do  it  immediately, 
apply  to  have  compensation  assessed  under  the  Act  (sec.  1  (4)).  If  the 
circumstances  of  the  accident  are  such  as  to  give  the  workman  a  claim 
against  his  employer  under  the  Act,  and  also  a  claim  apart  from  the  Act 
against  some  other  person,  he  may  proceed  against  either,  but  not  both.  If 
the  employer  has  to  pay  compensation,  he  shall  be  entitled  to  be  indemnified 
by  such  other  person  (sec.  6).  When  an  employer  who  is  liable  to  pay  com- 
pensation under  the  Act,  and  is  entitled  to  any  sum  from  insurers,  becomes 
bankrupt,  or  makes  a  composition  with  his  creditors,  or  if  a  company  com- 
mence to  be  wound  up,  the  workman  shall  have  a  first  charge  on  (in  Scotland, 
be  preferentially  entitled  to)  the  sum  due,  and  the  County  Court  judge  may 
order  such  sum  to  be  paid  into  the  Post  Office  Savings  Bank  in  the  name 
of  the  registrar,  for  the  benefit  of  the  workman. 

Amount  of  Compensation. — (1)  Where  death  results : — 

(a)  If  the  workman  leave  dependants  wholly  dependent  on  his  earnings, 
a  sum  equal  to  his  earnings  in  the  employment  of  the  same  employer  during 
the  three  years  preceding  the  injury,  or  £150,  whichever  be  the  larger,  but 
in  no  case  more  than  £300.  If  the  workman  has  not  worked  for  three 
years  with  the  same  employer,  he  is  entitled  to  156  times  his  average 
weekly  earnings  during  the  time  of  his  actual  employment. 

(&)  If  he  leave  dependants  partly  dependent  on  him  such  sum,  not 
exceeding  the  amount  payable  under  {a),  as  may  be  agreed  on  or  may  be 
found  to  be  reasonable  and  proportionate  to  the  injury  to  the  dependants. 

(c)  If  he  leave  no  dependants,  reasonable  medical  and  burial  expenses 
up  to  £10. 

(2)  Where  total  or  partial  incapacity  results,  a  weekly  payment  during 
incapacity,  after  the  second  week,  not  exceeding  50  per  cent  of  his  average 
weekly  earnings  for  the  previous  twelve  months,  if  he  has  been  so  long 
employed,  but  if  not,  then  for  any  less  period  during  which  he  has 
been  employed  by  the  same  employer,  such  weekly  payments  not  to 
exceed  £1. 

Dependants  mean,  in  England  and  Ireland,  such  members  of  the  family 
specified  in  the  Fatal  Accidents  Act  1846  as  are  wholly  or  in  part 
dependent  on  the  earnings  of  the  workman  at  the  time  of  his  death,  and 
in  Scotland  such  persons  entitled  to  sue  the  employer  for  damages  or 
solatium  in  respect  of  the  death  of  the  workman,  as  were  wholly  or  in  part 
dependent  as  above.  Dependancy  is  a  question  of  fact.  If  a  relation  is 
actually  receiving  money  from  the  wages  of  the  deceased,  he  is  dependent 
{Main  Colliery  v.  Davies  [1900],  A.C.  358;  Howells  v.  Vivian,  1901,  18 
T.L.R.  36 ;  Rees  v.  FenriJcyher  Colliery  Co.,  1902,  19  T.L.R.  113).  The  time 
to  test  the  dependancy  is  the  moment  of  death,  and  the  fact  that  a  widow 
VOL.  V  3 
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benefits  by  the  death  does  not  prevent  her  being  dependent  on  her  husband 
{Pryce  v.  PenHkyher  Colliery  Co.  [1902],  1  K.B.  221). 

Average  Weekly  Earnings. — The  workman  need  not  have  been  employed 
for  two  weeks.  The  words  are  used  colloquially,  and  not  strictly.  Where 
a  workman  has  only  worked  for  a  short  period,  if  there  is  a  presumption 
that  he  would  have  been  employed  for  a  full  week,  the  daily  wage  is  the 
basis  on  which  the  average  weekly  earnings  are  to  be  arrived  at ;  but  where 
a  casual  labourer  does  one  day's  work,  and  there  is  no  presumption  that  he 
would  have  been  further  employed,  the  amount  actually  received  or  due  is 
the  average  weekly  earnings  {Lysons  v.  Knowles  [1901],  A.C.  79 ;  Ayres  v. 
BiLckeridge;  Wheal  v.  Bhymney  Iron  Co.  [1902],  1  K.B.  57;  Bartlett  v. 
Tutton  [1902],  1  K.B.  72). 

Weekly  payments  may  be  revised  and  ended,  diminished  or  increased, 
provided  there  is  a  change  in  the  circumstances  (Crossjield  v.  Tanian  [1900], 
2  Q.B.  629).  Where  there  is  a  possibility  of  incapacity  resulting  from  an 
injury  or  recurring  after  recovery,  the  payment  should  be  made  nominal  to 
preserve  the  workman's  rights  (Pomphry  v.  Southwark  Press  [1901],  1  K.B. 
86 ;  Irons  v.  Davis  [1899],  2  Q.B.  330 ;  Chandler  v.  Smith  [1899],  2  Q.B. 
506 ;  Freeland  v.  Macfarlane,  1900,  2  F.  832). 

The  Workmen's  Compensation  Act  1900  (63  &  64  Vict.  c.  22)  extends 
the  benefits  of  the  Act  of  1897  to  workmen  employed  in  agriculture,  includ- 
ing horticulture,  forestry,  and  the  use  of  land  for  any  purpose  of  husbandry, 
inclusive  of  the  keeping  or  breeding  of  live  stock,  poultry,  or  bees,  and  the 
growth  of  fruit  and  vegetables,  by  any  employer  who  habitually  employs 
one  or  more  workmen  in  such  employment.  Forestry  has  been  held  not 
to  include  the  felling  of  trees  by  a  wood  merchant  {Meally  v.  MacGowan, 
1902, 4  F.  883).  A  workman  who  is  employed. by  the  same  employer  mainly 
in  agriculture,  but  partly  or  occasionally  in  other  work,  is  included  in  the 
Act. 

The  provisions  of  the  Act  of  1897  as  to  sub-contracting  are  incorporated 
in  the  Act,  but  where  the  contractor  employs  machinery  driven  by  mechanical 
power,  the  contractor  alone  is  liable  to  compensate  the  injured  workman. 

The  Act  includes  accidents  which  occur  off  the  actual  land  of  the  em- 
ployer, so  as  to  cover  accidents  to  a  driver  when  on  the  road  at  a  distance 
from  the  residence  or  land  of  his  employer  (Smithers  v.  Wallis  [1903], 
1  K.B.  200). 

AUTHORITIES. — Smith,  Master  and  Servant,  5th  ed. — Eversley,  Domestic  Relations, 
2nd  ed. — Ruegg,  Employers'  Liability  and  Workmen's  Compensation,  6th  ed. — Robertson  and 
Glegg,  Workmen's  Compensation  Digest.  Max.  A.  ROBERTSON. 

Master  and  Servant  (Scotland). — A  servant  is  one  who 

undertakes  for  a  consideration  to  perform  work  under  the  authority  and 
directions  of  another  (the  master),  at  such  place  and  in  such  manner  as  the 
master  shall  direct.  The  relationship  arises  out  of  contract.  In  some 
cases  it  nearly  approaches  the  contract  of  sale,  as  when  the  employer  gives 
out  work  to  be  done.  Wherever  the  main  portion  of  the  material  is 
supplied  by  the  employer,  the  contract  is  held  to  be  one  of  service,  but  if 
the  material  as  well  as  the  workmanship  is  supplied  by  the  workman,  the 
contract  is  one  of  sale. 

The  Constitution  of  the  Contract. — As  the  contract  of  service  is 
one  of  the  consensual  contracts  known  to  the  law,  the  ordinary  law  of 
contracts  applies  to  it.  In  some  respects,  however,  it  has  special  character- 
istics of  its  own. 

Who  may  enter  into  Contract  ? — A  married  woman  may  enter  into  it. 
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If  she  enter  into  it  as  employer,  she  will  not  bind  her  husband's  estate 
unless  it  can  be  shown  that  she  did  so  under  a  mandate  from  him  to 
manage  his  affairs.  Thus  a  wife  is  presumed  to  have  a  mandate  to  employ 
domestic  servants  suitable  to  her  husband's  style  of  living,  and  he  will  be 
liable  for  their  wages.  If  she  enter  into  it  as  servant,  her  husband  may 
call  her  away  from  service,  as  the  law  holds  him  entitled  to  her  society. 
But  he  may  be  liable  in  damages  for  her  breach  of  contract,  especially  if 
the  contract  is  entered  into  with  his  consent.  A  minor  may  enter  into  a 
contract  of  service  as  employer,  and  it  will  be  binding  on  him  if  he  be 
engaged  in  any  trade,  profession,  or  business.  It  has  been  held  that  a 
minor  who  enters  into  a  contract  of  service  as  servant  will  be  bound  by  it, 
but  it  is  safer  to  have  the  father's  or  curator's  consent  if  the  contract  is  for 
a  term  of  years. 

Form  of  Contract. — As  the  contract  of  service  is  a  consensual  one,  it 
does  not  require  to  be  in  writing  unless  it  be  for  a  longer  period  than  a 
year.  In  Scotch  law  a  contract  of  service  for  a  term  of  years  must  be  in 
writing.  The  writing  should  be  probative,  but  if  it  is  informal  it  may  be 
set  up  by  rei  interventus.  If  at  the  end  of  a  contract  for  a  term  of  years 
both  parties  tacitly  consent  to  the  continuance  of  the  contract,  it  will  only 
be  renewed  for  a  year  and  not  for  another  term  of  years  similar  to  that  in 
the  original  contract.  The  giving  of  earnest  or  arles  is  not  necessary  to 
make  the  contract  binding,  but  where  there  is  a  uniform  custom  in  a 
district  to  give  them  as  a  sign  of  the  closing  of  the  bargain,  there  will  be 
locus  penitentice  till  it  is  done. 

Essentials  of  Contract. — The  contract  must  be  for  (1)  service;  (2)  at 
a  certain  wage ;  (3)  for  a  period  of  time. 

Service. — The  main  feature  of  this  contract  is  that  the  servant 
shall  do  work  or  perform  services  for  his  master.  The  relationship 
must  be  one  of  master  who  has  the  right  to  control  and  direct  to  a 
servant  who  must  obey.  There  is,  therefore,  a  distinction  between  such 
a  position  and  that  of  a  professional  man  who  undertakes  a  piece 
of  business  for  another.  Thus  an  architect  and  civil  engineer  who 
undertook  the  duties  of  factor  for  a  landed  estate  for  the  period  of 
four  years,  whilst  carrying  on  a  private  business  and  acting  as  factor  for 
other  properties,  was  held  not  to  be  a  servant,  and  not  entitled  to  notice  of 
termination  of  service.  The  determination  of  the  question  as  to  whether 
it  is  a  contract  of  service  is  sometimes  difficult,  as  the  relationship  some- 
times closely  approaches  that  of  agency  and  sometimes  that  of  sale  and 
purchase.  The  service  must  not  be  for  an  illegal  purpose,  either  on  the 
general  ground  of  immorality  or  because  it  involves  a  breach  of  the 
statutory  or  common  law  of  the  land.  If  the  contract  is  illegal,  neither 
party  can  enforce  any  of  its  terms.  Sometimes  the  question  arises  as  to 
who  is  the  master  in  the  contract  of  service  at  a  particular  time,  for 
example :  Is  a  craneman  in  charge  of  a  crane  at  a  dock,  who  is  assigned  by 
the  Harbour  Trustees  to  a  stevedore  to  assist  in  unloading  a  ship,  in  the 
employment  of  the  Harbour  Trustees  or  the  stevedore  ?  The  decision  of 
this  question  depends  on  which  of  the  two  has  the  choice  of  the  servant, 
pays  his  wages,  and  has  the  power  of  dismissal.  Sometimes  the  question 
has  been  raised  whether  work  done  for  another  has  been  due  to  an  implied 
contract  of  service,  or  has  been  done  ex  pietate — for  instance,  where  an 
adult  son  or  daughter  remains  in  the  house  and  does  work  for  the  parent. 
The  solution  depends  on  the  whole  circumstances  with  a  presumption  in 
favour  of  an  imphed  contract  of  service. 

Obligations  of  the  Master. — He  must  receive  the  servant  into  his  employ- 
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ment,  and  must  treat  him  fairly  and  with  consideration.  He  cannot  assign 
his  services  to  any  other.  If  the  service  be  such  that  the  character  of  the 
master  may  have  determined  the  servant  to  enter  the  service,  the  master 
cannot  compel  the  servant  to  serve  any  partners  whom  he  may  assume 
during  the  currency  of  the  contract.  He  must  do  nothing  to  injure  the 
character  of  the  servant,  and  he  must  pay  the  stipulated  wages.  In  the  case 
of  domestic  servants  he  is  bound  to  provide  them  with  food  and  lodging. 
It  is  supposed  that  he  might  require  a  male  servant  to  live  out  of  the 
house ;  but  a  female  servant  is  entitled  to  the  protection  of  her  master's 
house.  The  master  is  not  bound  to  provide  medical  attendance  for  a 
servant,  but  if  he  does  do  so,  he  cannot  recover  the  cost  from  the  servant. 
He  is  not  legally  although  morally  bound  to  give  a  character,  but  if  he 
does  so  he  must  tell  the  truth  though  prejudicial  to  the  servant.  He  will 
be  protected  in  saying  what  he  believes  to  be  true  of  any  servant,  in  answer 
to  a  request  for  a  character,  by  privilege  in  any  action  of  damages  for 
slander. 

Obligations  of  the  Servant. — The  servant  must  present  himself  at  the 
place  of  his  employment  to  enter  on  his  service,  and  must  behave  in  a 
respectful  and  obedient  manner.  He  must  show  the  ordinary  amount  of 
skill  usual  in  the  class  of  work  which  he  has  undertaken  to  perform.  In 
the  higher  class  of  more  responsible  employments,  greater  dihgence  and 
skill  will  be  expected  than  from  ordinary  employees.  Ordinary  servants 
must  show  ordinary  knowledge  of  work,  and  must  be  careful  of  the  master's 
property.  He  cannot  be  habitually  called  on  to  perform  work  of  a  lower 
class  than  that  for  which  he  was  engaged.  The  hours  and  conditions  of 
working  are  regulated  either  by  the  express  terms  of  the  contract  or  by  the 
common  custom  in  that  class  of  work.  He  must  do  nothing  to  injure  his 
master's  business,  and  must  devote  his  whole  time  to  it.  Even  if  there  is 
nothing  necessarily  immoral  in  his  actions,  yet  if  they  be  such  as  to  be  likely 
to  cause  his  master  to  lose  custom,  he  may  be  dismissed.  The  servant  is 
bound  to  keep  the  secrets  of  his  master's  business,  otherwise  he  may  be 
dismissed. 

Wage. — "Wages  are  the  consideration  which  the  master  has  bound 
himself  to  pay  the  servant  for  the  service  done.  They  are  fixed  either  by 
the  express  terms  of  the  contract,  or  by  the  common  usage  of  the  trade  or 
district,  or  by  the  value  of  the  services -ibo  the  master.  If  the  wages  have 
been  fixed  by  agreement,  then  even  if  there  has  been  extra  work  no  more 
will  be  given.  Where  no  sum  has  been  fixed,  then  wages  will  be  given 
according  to  the  usual  rate  of  wages  in  the  district  or  in  the  particular 
trade.  Where  there  is  no  usage  of  trade — and  where  there  is  an  agreement 
that  wages  are  to  be  given  but  the  amount  is  left  to  the  master's  discretion — 
in  the  event  of  a  dispute  the  court  will  fix  them  according  to  its  estimate  of 
the  value  of  the  services  to  the  master,  or  quantum  meruit.  Where  the 
wages  depend  on  the  amount  of  work  done,  the  master  is  bound  to  supply 
work.  If  the  servant  die,  his  representatives  are  entitled  to  the  wages  for  the 
time  he  served.  On  the  master's  death  the  servant  is  entitled  to  wages  till 
the  next  term.  According  to  the  law  of  Scotland  servant's  wages  are  privileged 
and  have  a  preference  over  other  creditors.  This  does  not  apply  to  board 
wages,  which  are  not  really  wages.  Servant's  wages  fall  under  the  triennial 
prescription.  Each  year's  wage  prescribes  in  three  years  after  it  becomes 
due.  Servant's  wages  are  not  arrestable,  so  far  as  they  are  necessary  for  a 
suitable  aliment.  In  the  case  of  artisans,  statute  has  fixed  the  limit  of  £1 
per  week. 

Duration  of  Contract. — The  duration  of  the  contract  may  be  determined 
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either  by  the  express  terms  of  the  contract  or  be  implied  from  the  custom 
in  the  district  or  in  the  particular  trade  or  employment.  At  one  time  it 
was  doubted  whether  a  contract  of  service  for  life  would  be  valid,  but  now 
it  seems  to  be  admitted  that  such  a  contract  would  be  upheld  unless  it 
were  accompanied  by  incidents  which  pointed  to  slavery.  If  the  duration 
of  the  service  is  specified  in  the  contract,  that  is  binding  on  the  parties,  but 
where  that  is  not  so,  the  general  rule,  in  the  absence  of  any  custom,  is  that 
the  contract  may  be  terminated  at  the  pleasure  of  either  party,  upon  con- 
dition that  suitable  notice  is  given  to  the  other.  Legal  authorities  so  hold 
with  reference  to  managers,  cashiers  of  banks,  and  persons  in  similar 
positions  of  responsibility.  The  rule  seems  to  be  the  same  with  reference 
to  clerks,  commercial  agents,  etc.  At  one  time  domestic  servants  were 
usually  engaged  for  six  months  from  term  to  term  (Whitsunday  and 
Martinmas),  but  engagements  by  the  month  are  becoming  more  common. 
Farm  servants,  gardeners,  gamekeepers,  and  grieves  are  presumed  to  be 
hired  by  the  year.  No  rule  can  be  laid  down,  as  the  matter  is  regulated  by 
custom.  There  is  a  general  presumption  that  where  the  wages  are  fixed  at 
so  much  per  week,  month,  or  year,  that  the  engagement  is  for  these 
periods,  but  that  presumption  is  easily  elided  by  proof  that  the  custom  is 
for  the  engagement  to  be  for  longer  or  shorter  periods. 

Breach  of  Contract. — The  courts  will  not  enforce  specific  performance  of 
a  contract  of  service.  If,  therefore,  a  master  fails  to  fulfil  the  terms  of  his 
contract,  the  servant  should  leave  the  service  and  claim  damages.  If  the 
servant  has  been  improperly  dismissed,  then  the  proper  remedy  is  not  to 
sue  for  wages  but  for  damages.  Nor  can  he  be  compelled  to  return  to  the 
service,  as  the  contract  has  been  broken  by  the  master.  As  a  general  rule 
the  amount  of  damages  will  be  restricted  to  the  amount  of  wages  which  the 
servant  would  have  been  entitled  to  and  board-wages.  In  the  event  of  the 
servant  committing  a  breach  of  contract,  the  master's  remedy  is  to  dismiss, 
forfeit  the  wages,  and  claim  damages.  The  servant's  misconduct  must  be 
serious  to  justify  dismissal,  as  for  example,  when  continued  after  remon- 
strance by  the  master.  The  master  need  not  have  given  the  reason  at  the 
time  of  the  dismissal  if  he  can  show  that  good  reason  existed.  It  is  doubtful 
if  the  master  can  have  a  servant  who  deserts  his  service  imprisoned,  as 
this  remedy  seems  to  have  fallen  into  desuetude.  As  a  rule  the  court  will 
not  grant  interdict  against  a  deserting  servant  entering  into  another 
employment,  but  there  may  be  exceptions  in  certain  professions,  as  actor, 
singer,  etc.,  accepting  an  engagement  in  a  rival  theatre. 

Master's  Liability  for  the  Acts  of  his  Servant. — Liability  for  Con- 
tracts.— A  master  is  not  liable  to  third  parties  for  contracts  entered  into  by 
his  servants  on  his  behalf,  unless  he  has  given  a  mandate  to  the  servants 
to  do  so.  If  the  mandate  is  express,  he  will  be  bound  by  it,  but  it  may  be 
implied  from  his  actings  in  times  past,  or  from  the  position  of  the  servant, 
as  when  he  has  homologated  previous  dealings  of  the  servant  with  the 
merchant  or  tradesman,  or  when  the  servant  is  in  a  position  of  trust  as 
housekeeper,  which  usually  carries  power  of  entering  into  contracts  suitable 
to  the  position.  But  this  question  rather  relates  to  the  law  of  Mandate  or 
Agency  than  to  that  of  Master  and  Servant. 

Liability  for  Servant's  wrongful  Acts. — The  master  is  not  liable  for  any 
criminal  act  of  the  servant,  unless  he  have  authorised  it  or  have  himself 
been  guilty  of  gross  negligence  in  connection  with  it.  So  also  in  the  event 
of  an  injury  to  a  third  party  through  the  negligence  of  a  servant,  if  the 
master  himself  contributed  to  it,  he  will  be  liable  for  it.  But  even  when 
the  master  is  innocent  and  entirely  ignorant  of  the  wrongful  or  negligent 
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act  of  his  servant,  he  may  still  be  liable  for  reparation  of  the  injuries  done 
to  third  parties.  It  is  not  possible  to  go  into  this  branch  of  the  law  here, 
as  there  are  many  considerations  to  be  weighed,  and  reference  should  be 
made  to  the  text-books.  But  the  general  rule  of  law  is,  that  the  master  is 
liable  to  third  parties  for  the  wrongful  and  negligent  acts  of  his  servant, 
when  the  servant  is  acting  within  the  scope  of  his  employment  or  authority 
and  in  the  interests  of  the  master.  If  the  person  injured  has  been  guilty 
of  contributory  negligence,  the  master  will  not  be  liable.  As  a  general  rule, 
trespassers  and  persons  guilty  themselves  of  wrong-doing  cannot  recover 
damages  for  injuries  received. 

Liability  of  Servant  to  Third  Parties  for  Contracts  entered  into  ly  him. — 
A  servant,  as  a  rule,  is  not  liable  for  contracts  entered  into  by  him  on 
behalf  of  his  master,  so  long  as  he  keeps  within  the  limits  of  his  commission. 
But  if  he  interpose  his  own  personal  credit  in  the  transaction,  or  if  he 
exceed  the  limits  of  his  mandate,  or  if,  after  the  mandate  has  been  to  his 
knowledge  withdrawn,  he  enter  into  contracts,  he  may  make  himself 
personally  liable.  The  servant  is  always  personally  liable  for  his  crime 
or  delict. 

Master's  Idahility  to  Servants  for  Injuries  received  while  in  his  Service. 
— This  matter  is  dealt  with  in  another  place.     (See  page  25  et  seq.) 

Termination  of  the  Contract. — By  Death  or  Sickness. — The  death  of 
either  the  master  or  servant  will  terminate  the  contract  of  service.  As  a 
general  rule,  especially  in  domestic  service,  casual  and  short  illnesses  of  the 
servant  will  not  terminate  the  contract,  but  if  the  illness  is  long-continued 
and  the  master  has  to  employ  other  servants  as  substitutes,  he  will  be 
justified  in  considering  the  contract  at  an  end. 

By  Bankruptcy. — The  master's  bankruptcy  would  terminate  the  contract 
in  mercantile  and  trade  contracts  of  service,  reserving  to  servants  their  claims 
for  wages. 

By  Warning. — At  the  end  of  the  period  of  service  contracted  for  either 
party  may  terminate  the  contract  of  service,  but  they  must  give  due  notice 
of  their  intention  to  do  so,  otherwise  the  contract  will  be  renewed  by  tacit 
relocation.  Where  parties  in  the  position  of  master  and  workman,  where 
the  term  of  service  is  usually  for  a  short  period — e.g.  for  a  week — enter 
into  a  written  contract  for  a  longer  period,  tacit  relocation  will  not  imply 
a  renewal  of  the  contract  for  the  longer  period.  At  one  time  it  was  con- 
sidered necessary  to  give  forty  days'  notice  in  the  case  of  servants  employed 
by  the  year.  But  no  general  rule  can  be  laid  down,  as  the  length  of  notice 
depends  entirely  on  the  nature  of  the  employment  and  the  custom  of  the 
trade  or  district.  It  must  be  due  and  reasonable  warning,  to  enable  the 
master  to  look  out  for  another  servant  suitable  for  the  place  in  the  one 
case,  and  for  the  servant  to  obtain  a  suitable  situation  in  the  other. 

AUTHORITIES. — Bell's  Principles  of  the  Law  of  Scotland. — Erskine's  Institutes. — 
Fbaser  on  Master  and  Servant.  JamES  G.  MilLAR. 

M/d  ■ — Contraction  for  "  months  after  date." 

Medical    Practitioners'    Accounts.— Perhaps  in  the 

popular  mind  the  practice  of  the  medical  man  is  further  removed  from 
account-keeping  than  any  other  calling ;  yet  even  here  we  find  the  necessity 
for  accounting,  and  the  adaptability  of  the  principle  of  debit  and  credit  is 
once  more  in  evidence.  In  treating  of  medical  men's  accounts  some  writers 
have  sacrificed  utility  to  economy  of  labour,  and  have  given  the  system 
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they  advocated  the  appearance  of  a  collection  of  independent  writings 
instead  of  presenting  to  their  readers  a  system  of  recording  transactions  as 
one  organic  whole.  The  fact  is  not  lost  sight  of  that  the  profession  of 
medicine  has  its  scientific  side,  but  apart  from  that,  it  is  also  essential  to 
the  proper  and  remunerative  conduct  of  a  practice  under  any  conditions  to 
have  a  good  method  of  accounting  in  vogue. 

Circumstances  differ  greatly  with  respect  to  the  social  class  of  the 
patients,  the  nature  of  the  area  of  their  residence,  whether  urban  or  rural, 
the  professional  standing  of  the  practitioner,  and  whether  he  is  in  partner- 
ship or  has  an  assistant ;  still,  the  general  outlines  are  the  same,  and  the 
system  of  recording  transactions  now  to  be  laid  down  is  capable  of  modifi- 
cation to  suit  any  particular  case  in  contemplation. 

For  accounting  purposes  the  normal  practice  may  be  divided  into 
ordinary  visits,  treatment  at  the  surgery,  and  attendance  on  special  cases. 
The  first  class  is  the  most  frequently  met  with  in  the  average  practice,  and 
consists  solely  of  visits  to  the  patients  at  their  own  homes  in  the  daily 
round  of  visits.  The  second  class  is  composed  of  cases  treated  at  the 
surgery  or  residence  of  the  practitioner ;  the  charge  for  such  attendance  is 
usually  on  the  same  scale  as  that  for  ordinary  visits  to  a  similar  case.  The 
third  class  is  made  up  of  consultations,  operations,  certification  of  lunacy, 
etc.,  and  the  salary  attached  to  such  an  appointment  as  medical  of&cer  to 
a  local  authority,  friendly  society,  or  sickness  club,  and  similar  items,  would 
also  be  passed  through  the  books  as  belonging  to  this  class. 

Messages  will  frequently  be  left  at  the  surgery  requesting  attendance 
on  patients,  and  it  is  desirable  to  keep  a  record  of  these  to  ensure  their 
fulfilment.  For  this  purpose  it  is  necessary  to  keep  a  book  termed  the 
"  Orders  Book,"  which  would  contain  columns  for  (1)  the  Date,  (2)  Time  of 
order,  (3)  Name  and  address  of  patient,  (4)  Time  of  visit,  (5)  Initials  of 
practitioner  making  the  call.  The  first  three  of  these  columns  would  be 
filled  up  by  the  person  receiving  the  order  at  the  time  of  so  doing,  and 
columns  4  and  5  by  the  medical  man  on  setting  out  to  attend  the  patient. 
On  his  return  his  visit  should  immediately  be  recorded  in  the  Visits  Day 
Book,  which  is  in  the  following  form  : — 


Month,  19     . 


Visits  Bay  Book. 


Name  and 

Address  of 

Patient. 

Visit  No. 

Total. 

Rate. 

Charge. 

Pol. 

1 

2 

3 

4 

5 

6 

7 

8       9 

10 

11 

12 

18 

14 

15 

£    8.    d. 

This  book  contains  on  one  page  space  for  the  entries  for  one  month,  the 
name  of  the  month  and  year  being  stated  at  the  top  of  the  page.  The 
names  and  addresses  of  the  patients  are  to  be  entered  up  from  the  diary  of 
the  practitioner  actually  attending  the  case, — partnerships  and  assistant- 
ships  are  very  frequently  met  with  in  the  medical  profession, — and  these 
diaries  also  contain  such  notes  on  the  professional  or  scientific  aspect  of  the 
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case  as  may  be  deemed  expedient  by  the  practitioner.  The  second  division 
is  a  series  of  columns  numbered  consecutively  from  1  to  15  as  the  numbers 
of  the  visits  occurring  within  the  particular  month,  and  each  visit'?  is 
recorded  in  the  progressively-numbered  columns  by  having  its  date  in- 
serted. In  this  way  a  second  or  third  visit  on  the  same  day  causes  no  con- 
fusion, as  the  date  is  simply  repeated  for  each  visit.  In  the  event  of  the 
number  of  visits  to  a  patient  exceeding  the  fifteen  provided  for  in  this  ruling, 
a  second  line  will  be  appropriated  to  that  patient.  The  Total  column  is  for 
the  number  of  visits  recorded  in  the  detail  columns.  The  column  termed 
Rate  is  for  the  entry  of  the  scale  at  which  the  patients  are  to  be  charged 
for  the  ordinary  visits  recorded  against  them  for  the  month  in  the  Total 
column.  The  charge  against  each  patient  for  the  month  in  respect  of 
ordinary  \i8it8  is  the  extension  of  the  Eate  and  Total  columns.  If  extra 
charge  is  made  for  a  visit  out  of  the  ordinary  daily  round,  a  special  mark 
can  be  put  on  the  entry  for  that  visit,  and  the  charge  increased  accordingly 
in  extending.  The  Ledger  account  of  each  patient  is  debited  at  the  end  of 
the  month  with  the  amount  charged  for  these  visits,  as  shown  in  the 
Charge  column,  the  Ledger  folio  of  the  account  being  inserted  in  the  usual 
way  in  the  Folio  column  in  the  margin.  The  Charge  column  is  summed, 
and  its  total  posted  to  the  credit  of  an  account  kept  in  name  of  Ordinary 
Visits. 

It  has  been  contended  that,  in  the  case  of  medical  men,  these  subsidiary 
profit  and  loss  accounts  should  be  dispensed  with  so  as  to  minimise  the 
labour  of  the  book-keeping,  but  in  every  proper  system  of  accounting  the 
result  to  be  attained  is  not  only  a  correct  aggregate,  but  such  a  fund  of 
information  as  will  enable  those  interested  to  ascertain  in  what  respect 
progress  has  been  made  or  what  retrogression  has  taken  place.  The  separate 
accounts  here  recommended  serve  to  show  the  rise  and  fall  of  income  from 
the  different  classes  of  the  practice  already  defined,  and  the  value  of  such 
information  will  readily  be  appreciated  on  consideration  of  the  different 
aspect  given  to  an  increase  of  revenue  if  it  has  arisen  from  some  exceptional 
special  cases  rather  than  from  a  general  increase  in  the  ordinary  visits  or 
surgery  attendance  class. 

Another  book,  similar  to  the  Visits  Day  Book,  would  have  to  be  kept 
for  attendance  on  patients  at  the  surgery,  and  such  a  book  might  be  termed 
the  Surgery  Calls  Book  or  Surgery  Day  Book.  The  ruling  is  exactly 
similar  to  the  form  of  the  Visits  Day  Book  already  explained,  and  in  every 
respect  the  book  is  the  same,  except  that  its  use  is  confined  to  the  second 
class  of  the  medical  man's  practice,  and  the  series  of  number  columns  in  the 
ruling  would  therefore  carry  the  name  "  Attendance  No. "  instead  of 
"  Visit  No."  At  the  close  of  the  month  the  same  procedure  would  be 
gone  through  as  regards  extensions  and  posting  as  was  done  in  the  case  of 
the  Visits  Day  Book,  the  total  of  the  Charge  column  in  this  book  being 
credited  to  a  Ledger  account  in  name  of  Surgery  Calls.  If,  in  the  particular 
practice  under  consideration,  the  scale  of  charges  for  surgery  attendance 
and  for  ordinary  visits  is  the  same,  both  classes  may  be  recorded  in  the 
same  book,  and  the  system  now  described  modified  to  meet  this  grouping  of 
ordinary  visits  and  surgery  attendance  under  the  same  head. 

We  have  only  noticed  the  original  recording  of  charges  occurring  under 
the  first  two  divisions  of  a  practice,  viz.  ordinary  visits  and  concilium  domi 
(the  professional  term  for  consultation  at  the  surgery).  The  third  class  is 
of  a  more  miscellaneous  character,  and  accordingly  does  not  lend  itself  to 
the  same  general  treatment  as  these  other  two  classes.  This  third  class 
consists  of  consultations,  operations,  and  such  like  occasional  items.     The 
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salary  attached  to  any  appointment,  such  as  those  previously  mentioned, 
and  also  fees  for  consultations,  etc.,  received  at  the  time  of  attendance, 
would  be  passed  to  the  debit  of  the  Cash  Book  at  once,  and  from  there  find 
their  way  by  the  ordinary  process  of  posting  to  the  credit  of  the  particular 
ledger  accounts  to  which  they  belong.  Such  items,  however,  as  are  not 
paid  for  at  the  time,  and  also  any  medicine  dispensed  or  surgical  appliances 
procured  for  patients,  should  be  passed  through  a  Day  Book  vdth  two 
analytical  columns  headed  respectively  Special  Cases  and  Supplies,  the 
former  being  for  all  charges  for  professional  services,  and  the  latter  for 
medicine  and  appliances  procured  and  supplied  to  the  patients.  Each  of 
the  items  in  this  Specials  Day  Book  requires  to  be  separately  posted  to  the 
debit  of  the  patient  by  whom  it  is  incurred,  and  at  the  close  of  the  month 
the  two  analytical  columns  just  described  are  summed,  and  the  totals 
credited  to  ledger  accounts  kept  in  name  of  Special  Cases  and  Supplies  re- 
spectively. Some  advocate  the  recording  of  all  transactions  comprising 
ordinary  visits,  surgery  attendance,  and  special  cases  in  one  Day  Book  of 
a  more  elaborate  ruling  than  any  of  those  here  shown.  Such  a  book  may 
be  a  valuable  acquisition  to  any  practice  where  the  medical  man  is  an 
expert  accountant,  or  can  employ  some  one  to  keep  his  books  written  up ; 
but  simplicity  is  the  principal  recommendation  of  the  three  separate  Day 
Books  above  described,  and  in  view  of  the  occasional  nature  of  special  cases, 
and  the  infrequency  of  a  cash  payment  to  account  being  made  by  a  patient 
receiving  attendance,  in  the  average  practice  it  is  not  generally  thought 
desirable  to  have  these  considerations  govern  the  adoption  of  Day  Book 
records. 

In  the  accounts  of  medical  practitioners,  as  in  every  adaptation  of 
book-keeping,  the  form  of  Cash  Book  to  be  adopted  is  one  of  many  equally 
suitable,  and  the  particular  circumstances  of  each  case  must  decide  which 
form  will  best  fulfil  the  functions  of  this  part  of  the  book-keeping  system 
under  contemplation.  Two  classes  of  rulings  may  be  specially  recommended, 
viz.  the  style  with  three  columns  headed  respectively.  Cash,  Bank,  and 
Discount  on  the  debit  side,  and  two,  for  Cash  and  Bank,  on  the  credit  side ; 
and  a  form  with  analytical  cash  columns  to  enable  a  check  to  be  put  upon 
the  Patients'  Ledger,  and  also  to  avoid  the  necessity  of  separately  posting 
every  item  of  expenditure.  The  first  form  referred  to  is  a  familiar  one,  but 
is  given  to  prevent  confusion  with  any  of  the  many  similar  ones  in  use. 


Dr. 


Gash  Book — Style  I. 


Or. 


Discount. 

Bank. 

Cash 

Bank. 

Cash. 

£     s.     d. 

£.  s.  d. 

£  s.  d. 

£  8.  d. 

£  s.  d. 

All  cash  received,  including  fees  from  patients,  would  be  debited,  dis- 
count allowed  on  settlement  of  patients'  accounts  being  noted  in  the  debit 
discount  column ;  in  posting  these  debits,  if  the  patient  has  a  Ledger 
account,  the  cash  and  discount  are  posted  to  the  credit  of  such  account,  but 
if  the  cash  receipt  is  a  fee  for  a  service  rendered  at  the  time,  it  would  be 
posted  to  the  credit  of  the  Surgery  Calls,  or  Special  Cases  account,  as  the 
case  may  be.     The  monthly  total  of  the  Discount  column  should  be  trans- 
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ferred  to  the  debit  of  a  ledger  account,  Discounts  and  Allowances.  The 
payments  may  be  either  in  cash  or  by  cheque ;  the  former  are  entered  in 
the  credit  Cash  column,  and  the  latter  in  the  credit  Bank  column,  and  in: 
posting,  these  items  find  their  way  to  the  debit  of  the  ledger  account  appro- 
priate to  the  nature  of  the  expenditure.  Cash  paid  into  bank  is  credited 
in  the  Cash  column  as  a  cash  payment  to  bank,  and  entered  also  on  the 
debit  side  in  the  Bank  column,  and  no  further  posting  is  required  for  this 
bank  transaction.  Cheques  cashed  are  credited  to  the  bank  account,  and 
entered  again  on  the  debit  side  in  the  Cash  column  as  cash  received  from 
bank ;  no  bank  ledger  account  is  necessary  when  the  bank  columns  are 
properly  utilised.  The  adoption  of  this  form  necessitates  the  separate 
posting  of  every  item  to  its  appropriate  ledger  account,  and  this  may  by 
some  be  deemed  a  consideration  outweighed  by  the  simplicity  of  the  form. 
As  an  alternative,  and  without  elaborating  the  system  unnecessarily,  a 
columnar  form,  of  which  the  following  is  a  ruling,  might  be  used  with 
advantage : — 

Cash  Book — Style  II. 

(1) 


General 
Ledger. 

Folio. 

Patients- 
Ledger. 

Discount. 

i 
Bank.                Cash. 

£,     s.     d. 

£     s.     d. 

£     s.      d. 

£     s.     d. 

£     s.     d. 

(2) 


Cash. 

Bank. 

Supplies. 

Establish- 
ment 
Expenses. 

Stable 
Expenses. 

General 
Charges. 

Personal. 

Folio. 

General 
Ledger. 

£     s.     d. 

£      8.      d. 

£     s.     d. 

£     s.      d. 

£     s.     d. 

£     s.     d. 

£     s.      d. 

£     s.     d. 

This  form  of  Cash  Book  can  be  used  most  advantageously  in  combination 
with  a  ledger  divided  into  Patients'  Ledger  and  General  Ledger,  as  the 
debit  columns  can  then  be  utilised  for  verifying  the  Patients'  Ledger  postings, 
and  the  analytical  columns  on  the  credit  side  of  the  Cash  Book  render  un- 
necessary much  of  the  usual  posting  of  expenditure  to  different  General 
Ledger  accounts.  The  Cash  columns  in  this  form  are  used  in  the  ordinary 
way — debit  for  cash  receipts,  credit  for  cash  payments.  All  cash  received 
for  professional  services  is  debited  to  cash,  and  extended  to  the  Patients' 
Ledger  column ;  if  the  cash  so  received  be  in  settlement  of  an  account 
incurred  by  the  patient,  the  amount  will  be  posted  to  the  credit  of  the 
patients'  ledger  account,  and  if  the  receipt  be  in  respect  of  services  rendered 
at  the  time,  the  item  should  still  be  carried  out  to  the  Patients'  Ledger 
column,  and  from  thence  posted  to  the  credit  of  a  Cash  Fees  account  in  the 
Patients'  Ledger.     If  thought  desirable,  this  Cash  Fees  account  may  be 
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subdivided  into  ordinary  and  special  fees,  in  terms  of  the  distinction  already 
made  in  classifying  the  various  transactions  in  a  practice.  The  object  in 
keeping  these  Cash  Fees  accounts  in  the  Patients'  Ledger  is  that  they  may 
be  readily  available  in  balancing  that  ledger  separately.  Every  item 
extended  to  this  Patients'  Ledger  column  thus  finds  its  way  to  the  credit  of 
an  account  in  that  ledger.  Should  any  discount  be  allowed  a  patient  on 
his  making  payment  of  fees  incurred  by  him,  the  amount  of  such  discount 
is  to  be  noted  in  the  Discount  column,  and  the  amount  to  be  posted  to  the 
patient's  credit  is  that  discount  and  the  amount  carried  out  to  the  Patients' 
Ledger  column.  Note  that  this  latter  column  only  contains  the  net  sum 
paid  by  the  patient,  and  that  the  amount  credited  to  each  patient's  account 
is  the  sum  in  this  column  plus  the  sum  in  the  Discount  column. 

Eeceipts  of  an  exceptional  nature,  such  as  capital  put  into  the  ordinary 
bank  account,  or  salary  attached  to  some  special  appointment,  should  be 
carried  out  to  the  General  Ledger  column,  and  every  item  entered  therein 
must  be  separately  credited  to  some  account  in  the  General  Ledger. 

On  the  credit  side  of  this  form  of  Cash  Book  are  given  suggested  heads 
under  which  the  expenditure  may  be  classed  in  the  average  practice,  but 
in  this  part  of  the  system,  also,  such  modifications  may  be  made  to  suit  a 
particular  case  as  the  conditions  require.  When  payments  are  made  in  cash, 
the  entry  falls  to  be  made  in  the  credit  Cash  column,  and  thereafter  be  carried 
out  to  the  appropriate  analytical  column  ;  should  the  payment  be  by  cheque, 
the  entry  is  made  in  the  credit  Bank  column,  and  extended  to  its  particular 
column.  Payments  into  bank  are  credited  in  cash  and  extended  to  the 
debit  of  bank,  while  in  the  case  of  cheques  cashed  these  entries  are  reversed. 
Beyond  the  usual  Cash  and  Bank  columns,  the  first  met  with  is  Supplies ; 
this  should  be  used  exclusively  for  stock  of  medicine  and  appliances 
purchased  and  supplied  to  patients  or  otherwise  utilised  in  the  ordinary 
routine  of  the  profession,  and  should  not  embrace  additions  to  the  instru- 
ments or  surgery  furnishings,  which  should  be  extended  to  the  General 
Ledger  column  and  separately  posted. 

The  Establishment  Expenses  column  is  to  be  appropriated  for  items 
belonging  partly  to  the  surgery  and  partly  to  the  private  expenses  of  the 
practitioner.  In  many  cases  the  surgery  is  a  room  in  the  medical  man's 
residence,  and  obviously  in  such  a  case  a  proportion  of  the  rent,  taxes, 
heating,  lighting,  servants'  wages,  and  such  like  items,  is  chargeable  to  the 
practice,  while  the  balance  is  personal  to  the  practitioner.  All  items  of  a 
nature  apportionable  between  the  professional  and  personal  capacities  of  the 
medical  man  should  be  extended  to  this  Establishment  Expenses  column 
when  paid,  and  after  an  approximate  basis  of  apportionment  has  been 
arrived  at,  the  total  for  the  year,  or  other  financial  period,  may  readily  be 
divided  and  the  separate  shares  posted  to  their  appropriate  accounts. 

The  Stable  Expenses  column  embraces  all  the  charges  incident  to  the 
upkeep  of  the  stable,  including  wages  of  the  coachman,  horsekeep,  and 
sundry  outlays  of  a  similar  character  ;  but  capital  items,  such  as  the  purchase 
of  a  new  horse  or  new  machine,  should  be  carried  out  to  the  General  Ledger 
column  and  separately  treated,  as  hereafter  explained. 

The  General  Charges  column  is  for  all  the  ordinary  miscellaneous  outlays 
incurred  in  the  conduct  of  the  practice,  including  all  the  petty  payments 
chargeable  to  the  period's  earnings  and  not  belonging  to  any  particular 
head  of  expenditure. 

From  time  to  time  the  practitioner  will  find  it  necessary  to  draw  sums 
from  the  business  to  meet  his  personal  requirements.  These  items  should 
be  carried  out  to  the  Personal  column,  and  such  detail  may,  at  pleasure,  be 
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entered  in  the  business  Cash  Book  as  will  obviate  the  necessity  of  keeping 
either  a  detailed  ledger  account  for  these  drawings  or  a  private  Cash  Book. 
In  the  case  of  a  partnership,  as  many  columns  may  be  added  to  the  ruling 
given  as  will  provide  a  separate  column  for  each  of  the  partners. 

Every  payment  not  appropriate  to  any  of  the  other  columns  should  be 
extended  to  the  General  Ledger  column,  and  from  there  be  separately  posted 
to  the  ledger  account  to  which  it  belongs.  Such  items  may  be  of  the  nature 
of  capital  expenditure  on  instruments,  surgery  furnishings,  additions  to  stable 
equipment,  good-will  of  a  practice,  and  many  other  occasional  payments. 

At  the  close  of  each  month  the  various  columns  are  summed,  and  the 
Cash  and  Bank  columns  separately  balanced ;  the  balance  of  cash  on  hand 
is  carried  down  to  the  debit  side  to  begin  the  new  month  with,  while  the 
bank  balance  is  carried  down  to  the  debit  or  credit,  according  as  it  is  cash 
in  bank  or  an  overdraft.  The  totals  of  the  analytical  columns  are  inked  in, 
and  the  columns  ruled  off  for  the  month.  On  the  debit  side  the  General 
Ledger  and  Patients'  Ledger  items  have  already  been  separately  credited  to 
various  accounts  in  the  respective  ledgers,  but  the  discount  items  have  only 
been  credited  to  the  individual  patients  to  whom  the  allowances  were 
granted ;  accordingly,  the  total  of  this  Discount  column  for  the  month  is 
debited  to  a  Discount  Account  in  the  General  Ledger.  The  totals  on  the 
credit  side  of  the  Cash  Book  relating  to  Supplies,  Establishment  Expenses, 
Stable  Expenses,  and  General  Charges,  should  be  posted  to  the  debit  of 
accounts  in  the  General  Ledger  bearing  these  names,  and  the  total  of  the 
Personal  column  debited  to  the  Capital  Account  of  the  practitioner  in  the 
General  Ledger.  The  folios  for  these  postings  are  placed  under  their 
respective  totals  between  two  oblique  parallel  lines.  There  is  little  necessity 
for  a  Private  Ledger  in  a  medical  man's  system  of  accounting,  as  the  General 
Ledger  accounts  will,  as  a  rule,  be  kept  by  himself,  even  although  he  depends 
upon  assistance  in  the  writing  up  of  the  Day  Book  records  and  Patients' 
Ledger.  Every  item  in  the  credit  General  Ledger  column  in  the  Cash  Book 
will  already  have  been  posted  to  the  debit  of  a  Ledger  account  appropriate 
to  its  nature,  and,  with  the  cash  and  bank  balances  carried  down,  the 
month's  posting  is  complete. 

The  next  book  calling  for  consideration  is  the  Ledger,  and  this  may  be 
kept  in  one  or  subdivided  into  Patients' Ledger  and  General  or  Private  Ledger. 
It  will  depend  on  the  particular  circumstances  whether  subdivision  is 
advantageous,  but  if  it  be  not  deemed  advisable  to  multiply  the  number  of 
books  in  this  way,  an  ordinary  form  of  Ledger,  with  the  Date,  Item,  Folio,  and 
Cash  columns,  for  both  debit  and  credit  sides,  will  answer  the  purpose 
admirably.  Some  may  prefer,  however,  a  Patients'  Ledger  of  a  columnar 
pattern  after  the  following  style : — 

Patients'  Ledger  19... 

(1) 


Name  and  Address. 

Balance 

at  1st 

January. 

Monthly  Charge. 

Debit 

at  30th 

June. 

Cash. 

Jan. 

Feb. 

Mar, 

April. 

May. 

June. 

Fol. 

Amount. 

' 
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(2) 


Balance  at 
1st  July. 

Monthly  Charge. 

Debit  at  31st 
December. 

Cash. 

Balance 

at  31st 

December. 

July. 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

Fol. 

Amount. 

The  foregoing  ruling  is,  perhaps,  the  most  suitable  of  its  class  for  the 
medical  man's  requirements,  but  the  simple  ledger  ruKng  is  possibly  more 
readily  grasped  by  one  to  whom  accounting  is  quite  a  minor  consideration,  and 
therefore  as  this  principle  of  keeping  ledger  accounts  cannot  be  adapted  to 
the  needs  of  the  whole  system,  it  will  be  found  desirable  in  most  instances 
to  adhere  to  the  ordinary  debit  and  credit  ledger  ruhng.  Where  this 
tabular  style  of  ledger  is  used,  the  patients'  names  are  commonly  arranged 
alphabetically,  and  the  book  is  so  apportioned  among  the  letters  of  the 
alphabet  as  to  render  overcrowding  or  confusion  unnecessary.  See  index 
pattern  of  ledger  under  "  Ledgers,"  vol.  iv.  p.  85. 

The  patients'  accounts  would  open,  as  usual,  with  any  balance  outstanding 
at  the  opening  of  the  set  of  books, — which  may  be  on  the  acquisition  of  the 
practice,  or  at  any  subsequent  time  at  which  a  balance  has  been  struck  and  a 
statement  of  assets  and  liabilities  prepared, — and  the  items  would  be  debited 
from  the  Visits  Day  Book,  Surgery  Calls  Book,  and  Specials  Day  Book,  as 
already  described.  The  credits  in  the  patients'  accounts  would  consist  of 
cash  received  from  them  and  discount  allowed  them,  these  items  being  posted 
from  the  debit  of  the  Cash  Book ;  and  an  occasional  credit  may  appear  as  a 
transfer  to  Bad  Debt  Account  when  a  balance  has  become  irrecoverable.  It 
is  usual  in  the  majority  of  medical  practices  to  render  the  patients'  accounts 
half-yearly  in  January  and  July,  made  up  to  31st  December  and  30th  June 
respectively.  It  would  thus  be  advisable  to  balance  off  the  Patients' 
Ledger  accounts  half-yearly. 

At  the  balancing  date,  on  closing  off  the  Patients'  Ledger  accounts  it  is 
desirable  to  put  such  a  check  upon  the  accuracy  of  the  various  postings  as 
may  be  possible,  and  for  this  purpose  the  columnar  form  of  Cash  Book 
(Style  II.)  is  specially  recommended.  By  means  of  it  an  abstract  of  the 
Patients'  Ledger  postings  can  be  prepared  on  the  following  lines : — 

Add  together — 

Balance  at  beginning  of  period  per  last  Balance  Sheet. 
Visits  Day  Book  total  for  period. 
Surgery  Calls  Book        „ 
Specials  Day  Book         „ 

Deduct — 

Cash  received  per  Patients'  Ledger  column  in  Cash  Book. 
Discount  allowed  per  Discount  column  in  Cash  Bpok. 
Bad  debts  written  off.  , 

Leaving  the  balance  at  the  close  of  the  period. 

This  balance  should  agree  with  the  sum  of  the  list  of  patients'  balances 
outstanding  at  the  balancing  date  minus  the  amount  at  the  credit  of  the  cash 
fees  accounts,  which  are  kept  in  this  Ledger.  This  abstract  of  patients' 
accounts  may  be  kept  written  up  regularly,  so  as  to  be  available  at  any 
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time  as  a  check  upon  the  postings,  and  to  admit  of  their  being  tested  when 
there  is  most  leisure.  The  Patients'  Ledger,  in  this  case,  should  contain  an 
account  called  General  Ledger  account.  At  the  opening  of  the  books  the 
various  patients'  accounts  are  debited  with  their  individual  balances,  and 
this  Greneral  Ledger  account  is  credited  with  the  aggregate;  the  various 
Day  Book  items  are  debited  in  detail  to  the  patients'  accounts,  therefore  the 
monthly  totals  of  these  records  fall  to  be  credited  to  this  account ;  the  cash 
items  in  the  Patients'  Ledger  column  in  the  Cash  Book  and  the  discount 
items  have  been  separately  credited  to  the  patients,  therefore  the  monthly 
totals  of  these  columns  should  be  debited  in  this  abstract  account.  After 
debiting  to  it  any  bad  debts  written  off,  this  General  Ledger  account  should 
show  as  a  credit  balance  an  amount  equal  to  the  sum  of  the  separate 
balances  at  the  patients'  debit.  It  wiU  be  seen  that  by  the  foregoing  method 
a  balance  of  the  Patients'  Ledger  may  be  taken  off  on  the  completion  of  any 
month's  postings. 

The  other  part  of  the  ledger  accounts,  grouped  under  the  name  of 
General  Ledger  accounts,  may,  as  already  said,  be  kept  in  the  same  book  as 
the  Patients'  Ledger  accounts,  or  be  kept  quite  distinct.  The  patients' 
accounts  show  the  relation  of  the  patients  to  the  medical  man,  i.e.  as 
debtors;  the  General  Ledger  accounts  show  the  sources  of  income  of  the 
practice,  the  expenditure  under  the  various  heads,  the  value  placed  upon 
the  different  assets  in  the  form  of  furnishings,  instruments,  etc.,  and  in 
the  capital  account  or  accounts,  the  interest  of  the  practitioner  or  individual 
partners  in  the  concern.  The  debts  incurred  by  medical  men  in  their 
professional  capacity  are  few,  and  it  is  not,  therefore,  usual  to  keep  any 
record  of  such  as  there  may  be  in  the  form  of  creditors'  accounts.  All 
supplies  are  ordered  on  a  Requisition  Note,  which  is  provided  in  book  form 
with  counterfoils,  which  are  filled  up  in  such  a  way  that  the  invoice  for  the 
goods  can  be  readily  checked  with  them.  When  the  accounts  are  rendered 
they  should  be  compared  with  the  invoices  filed,  and  these  invoices  should 
then  be  put  up  with  the  discharged  account  as  giving  the  details  of  the 
payment  for  reference;  any  invoices  on  the  file  at  the  balancing  date 
relate  to  goods  not  yet  paid,  and  the  items  must  therefore  be  treated  as  out- 
standing. It  will  depend  entirely  on  the  character  of  a  particular  practice 
whether  the  purchases  are  numerous  enough  to  entail  the  keeping  of  an 
Invoice  Book,  but  if  so,  the  ordinary  form,  with  the  date,  item,  folio,  and 
two  cash  columns,  is  quite  suitable  for  a  medical  practitioner's  require- 
ments, as  the  special  circumstances  necessitating  its  use  will  be  largely 
of  one  class,  such  as  a  dispensing  business  to  meet  the  needs  of  the  patients. 
The  Credit  Ledger  would  be  of  the  usual  simple  ledger  ruling. 

Having  arrived,  then,  at  the  close  of  a  financial  period  with  the  books 
described  above,  or  any  modification  of  them  as  might  have  become  necessary 
for  the  particular  practice,  it  is  necessary  to  bring  all  the  results  together — 
to  bring  to  a  focus  the  various  accounts  of  income  and  expenditure — 
and  to  show  at  one  view  the  position  of  the  practice,  whether  it  be  that  of 
a  single  medical  man  or  a  firm. 

Turning  first  to  the  Patients'  Ledger,  we  find  that  all  the  accounts 
embraced  in  it  are  in  the  names  of  individuals,  who  are  still  liable  for  the 
sums  which  stand  at  their  debit,  except  those  relating  to  Cash  Fees — both 
ordinary  and  special — which  accounts  would  occur  if  the  columnar  form  of 
Cash  Book  were  adopted.  These  Cash  Fees  accounts  represent  income,  and 
the  object  in  bringing  them  into  this  ledger  was  to  facilitate  a  check  being 
put  upon  the  ledger  by  means  of  the  corresponding  column  in  the  Cash 
Book.    This  reconciliation  having  now  been  completed,  these  Cash  Fees  may 
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be  transferred  to  the  general  account  of  income  and  expenditure,  viz.  Profit 
and  Loss  Account,  which  is  kept  in  the  General  Ledger.  The  transfer  is 
effected  by  debiting  the  Cash  Fees  account,  or  such  subdivisions  of  it  as 
may  have  been  kept,  and  crediting  Profit  and  Loss  account.  It  is  better 
to  keep  the  cash  fees  and  the  credit  fees  of  the  various  classes  quite  distinct 
in  the  Profit  and  Loss  account,  as  the  relation  of  these  items  gives  some 
idea  of  the  nature  of  the  practice  conducted.  After  the  patients'  balances 
have  been  carried  down  to  the  debit  side  for  the  new  period,  and  been 
verified  with  the  list  already  prepared,  and  the  Cash  Eees  accounts  trans- 
ferred to  Profit  and  Loss  account,  the  Patients'  Ledger  is  complete. 

Taking  up  the  General  Ledger  now,  we  find  that  it  contains,  apart  from 
the  practitioner's  capital  account,  two  distinct  classes  of  accounts,  viz. 
those  dealing  with  income  and  expenditure,  and  those  relating  to  the  various 
assets  or  properties  of  the  practice.  The  former  class  embraces  such 
accounts  as  Ordinary  Visits,  Surgery  Calls,  Special  Cases,  and  also  other 
items  of  revenue  not  peculiar  to  a  medical  man's  practice,  such  as  interest 
on  investments;  the  balances  on  these  accounts  should  be  transferred  to  the 
credit  of  the  Profit  and  Loss  account.  It  is  specially  recommended  that 
fixed  salaries  attached  to  appointments  held  by  the  practitioner  be  posted 
direct  from  the  Cash  Book  to  the  Profit  and  Loss  account,  so  that  this  form 
of  income  may  be  at  once  distinguishable  from  the  ordinary  fees,  which 
would  be  made  the  basis  of  a  valuation  of  the  practice.  The  Discount 
account  will,  as  a  rule,  contain  only  debit  items,  being  the  monthly 
total  of  the  Cash  Book  Discount  column,  as,  unless  purchases  have  been 
invoiced  and  the  gross  amount  credited  to  the  creditor's  account,  it  is  not 
necessary  to  show  credit  discounts  at  all,  the  net  sum  paid  only  being 
treated  through  the  Cash  Book.  The  Discount  account  will  thus  be 
squared  by  crediting  it  with  its  total  to  Profit  and  Loss  account.  If  it  be 
considered  necessary  to  make  a  provision  for  future  discounts  on  the 
patients'  balances  outstanding,  the  estimated  amount  should,  before  the 
account  is  squared  off  to  Profit  and  Loss,  be  debited  to  the  period's  Discount 
account  and  carried  down  to  the  succeeding  period's  account. 

The  Supplies  account  will  have  on  the  debit  side  the  value  of  the  stock 
of  medicines  and  appliances  on  hand  at  the  beginning  of  the  period,  and 
also  the  monthly  total  of  the  Supplies  column  in  the  Cash  Book — if  the 
columnar  form  is  in  use,  and  if  not,  then  the  separate  purchases  wiU  have 
been  posted — or  if  the  purchases  are  extensive  an  Invoice  Book  will  have 
been  kept,  and  its  monthly  totals  will  appear  on  the  debit  side  of  the 
account  in  addition  to  the  smaller  items  of  cash  purchases.  This  account 
will  have  been  credited  monthly  with  the  total  of  the  Supplies  column  of 
the  Specials  Day  Book.  The  value  of  the  stock  of  medicines  and  appliances 
at  the  balancing  date  should  then  be  credited  to  the  account,  and  carried 
down  to  the  debit  of  the  succeeding  period's  account,  the  balance  on  the. 
account  being  thereafter  transferred  to  the  Profit  and  Loss  account.  This 
balance  may  be  either  a  debit  or  credit  according  as  the  practitioner  has 
dealt  extensively  in  the  supplies  so  as  to  show  a  margin  of  profit,  or  has 
drawn  upon  the  supplies  for  the  ordinary  needs  of  the  practice,  the  charge 
for  which  is  covered  by  the  professional  fees.  It  is  not  usual  to  make  an 
actual  valuation  of  the  stock  of  supplies,  as  it  is  steadily  kept  up  to  the 
standard  required  for  the  particular  practice,  and  an  estimated  increase  may 
be  taken  credit  for  from  time  to  time  if  it  be  thought  that  this  standard 
has  been  exceeded  or  raised. 

The  Establishment  Expenses  account  will  have  at  its  debit  the  rent, 
taxes,  insurances,  heating   and   lighting,  servants'  wages,  and  any  minor 
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items  which  are  apportionable  between  the  practice  and  the  household  of 
the  practitioner.  No  general  rule  can  be  laid  down  as  to  the  basis 
of  this  division,  but  the  items  detailed  above  would  all  be  fairly  charge- 
able on  the  same  scale,  so  that  the  total  of  them  might  reasonably  be 
allocated  as  one  sum,  charging  to  the  practice  a  proportion  a  little  higher 
than  that  which  the  part  of  the  establishment  appropriated  to  professional 
purposes  bears  to  the  whole.  After  the  basis  of  chargeability  has  been 
settled  the  account  should  be  credited  with  the  separate  shares  transferred, 
and  the  Profit  and  Loss  account  and  the  resident  practitioner's  personal 
account  debited  with  their  respective  amounts. 

In  dealing  with  the  Stable  Expenses  we  find  included  here  merely  the 
current  expenses  of  this  part  of  the  practice  estabhshment.  The  Stable 
account  should  embrace  all  the  capital  expenditure  under  this  head,  and 
the  Stable  Expenses  account  can  then  be  written  off  to  Profit  and  Loss 
account  at  once.  The  Stable  account  should  be  carefully  gone  over  from 
time  to  time  to  see  that  the  values  included  therein-  are  not  unduly  high, 
and  depreciation  should  be  regularly  written  off  by  crediting  the  Stable 
account  and  debiting  Profit  and  Loss  account.  All  new  purchases  under 
this  head  will  be  directly  posted  from  the  General  Ledger  column  of  the 
Cash  Book  to  the  debit  of  the  account,  and  when  a  sale  of  any  part  of  the 
equipment  takes  place,  the  receipt  will  be  credited  from  the  General  Ledger 
column  of  the  Cash  Book.  In  this  latter  event  care  should  be  taken  to 
include  in  the  depreciation  written  off  any  sum  received  short  of  the  book- 
value  of  the  asset,  so  that  the  balance  carried  down  on  the  account  from 
year  to  year  will  be  the  reasonable  valuation  of  the  equipment  still 
available  for  the  medical  man's  requirements. 

The  General  Charges  account  is  composed  of  the  monthly  totals  posted 
thereto  from  the  Cash  Book,  and  consists  of  the  miscellaneous  items  of 
expenditure  incident  to  the  practice.  The  whole  debit  of  this  account 
should  be  carried  to  the  debit  of  Profit  and  Loss  account. 

The  surgery  furnishings  and  instruments  should  be  written  down  to 
their  proper  value,  and  any  renewals  should  be  brought  direct  into  the 
account  so  as  to  show  the  replacement,  while  the  amount  written  off  to 
Profit  and  Loss  account  should  include  the  written-down  value  of  the 
articles  superseded  in  this  way. 

All  other  accounts  relating  to  assets  should  be  scrutinised,  and  allow- 
ances made  to  cover  contingencies.  The  remaining  accounts  representing 
revenue  or  expenditure  should  be  written  off  to  Profit  and  Loss  account, 
after  outstanding  items  have  been  taken  in.  Expenditure  incurred  but 
outstanding  at  the  close  of  the  accounts  should  be  debited  to  its  appropriate 
ledger  account  before  the  transfer  is  made  to  Profit  and  Loss  account,  and 
the  relative  credit  entry  is  found  by  carrying  down  this  item  to  the  credit 
side  of  the  succeeding  period's  account  as  outstanding.  A  Bad  Debt  Eeserve 
may  be  formed  by  making  an  entry  of  this  kind  in  the  Bad  Debt  account. 
This  procedure  secures  the  charging  of  the  whole  of  a  year's  expenditure 
against  its  Profit  and  Loss  account,  and,  as  the  item  appears  on  the  credit 
side  of  the  following  year's  account,  it  has  the  effect  of  a  deduction  from  the 
cash  payments  debited  during  that  year,  which  payments,  of  course,  include 
the  item  previously  outstanding. 

The  Capital  account  of  the  practitioner,  or  the  separate  accounts  of  the 
individual  partners,  will  contain,  in  addition  to  the  opening  balance  and 
any  sums  put  in  during  the  period,  the  monthly  totals  of  drawings  brought 
from  the  Cash  Book,  and  the  resident  practitioner  will  also  have  had  trans- 
ferred to  his  account  the  proportion  of  establishment  expenses  found  to  be 
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applicable  to  the  household  as  distinct  from  the  practice.  In  the  case  of  a 
partnership,  adjustments  will  probably  be  necessary  under  the  contract  of  co- 
partnership, and  this  deed  will  also  stipulate  the  proportions  in  which  the 
profit  for  the  period  is  to  be  allocated.  The  net  profit  is  apportioned  and 
transferred  to  the  Capital  accounts  of  the  partners,  or,  in  the  case  of  a  single 
practitioner,  the  whole  amount  is  credited  to  his  Capital  account.  After  the 
transfer  of  the  net  profit  and  the  balancing  of  the  Capital  account,  the  book- 
keeping for  the  period  is  complete,  and  it  only  remains  to  frame  a  balance 
sheet  as  at  the  closing  date  in  order  to  present  a  concise  statement  of  the 
affairs  after  the  period's  transactions. 

Every  debit  balance  on  the  books  represents  a  debt  owing  by  some  person, 
property  of  some  nature  of  value  to  the  practice,  or  some  right  or  un- 
exhausted expenditure  the  benefit  from  which  has  still  to  be  reaped.  These 
various  debits  are  the  records  of  the  assets  of  the  practice,  and  embrace  the 
patients'  balances,  the  stable  equipment,  surgery  furnishings  and  instru- 
ments, supplies,  investments,  prepaid  expenditure — such  as  taxes  covering 
a  future  period — and  the  cash  and  bank  balances  as  shown  in  the  Cash 
Book. 

Likewise  every  credit  balance  still  on  the  books  represents  expenditure 
incurred  and  unpaid,  some  contingent  liability,  such  as  a  provision  for 
future  discounts  on  the  patients'  balances  included  in  gross  among  the 
assets,  or  the  capital  of  the.  practitioner,  which  is  a  debt  of  the  practice  to 
him  as  an  individual.  These  liabilities  might  be  classed  under  the  general 
heads  of,  (1)  Accounts  outstanding,  being  for  various  items  of  expenditure 
outstanding,  as  shown  on  the  various  expenditure  accounts ;  (2)  Estimated 
allowances  for  discounts  and  bad  debts,  including  a  provision  for  the 
discounts,  already  referred  to,  and  a  reserve  of  a  percentage  on  the  patients' 
accounts  to  cover  possible  loss  through  defaulters ;  (3)  Capital,  being  the 
sum  standing  at  the  credit  of  the  practitioner  or  on  the  separate  accounts 
of  the  individual  partners. 

As  stated  at  the  outset,  the  requirements  of  the  particular  practice  must 
be  considered  in  contemplating  the  adoption  of  a  system  of  books  for  a 
medical  man,  but  in  the  foregoing  general  outlines  it  has  been  assumed  that 
simplicity  is  an  essential  feature,  the  accounting  falling  in  most  practices 
to  the  practitioner's  own  hand ;  the  system  here  recommended  is,  however, 
capable  of  elaboration  or  further  simplification  as  the  special  circumstances 
of  the  case  demand.  W.  A.  Middleton. 

IVIemo. — Contraction  for  Memorandum. 

lYIemorandum  of  Association.— This  document  is  the 

charter  of  a  company,  and  contains  the  fundamental  conditions  upon  which 
the  company  is  incorporated  under  the  Companies  Act.  (See  "  Company," 
vol.  ii.  p.  139.) 

Mercantile  Agent. — See  Principal  and  Agent. 
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Though  the  accountant  is  not  primarily  concerned  with  weights  and 
measures,  they  are  of  so  much  importance  in  connection  with  trading  and 
VOL.  V  4 


50  METRIC  SYSTEM 

manufacturers'  accounts  that  it  is  essential  for  those  who  are  employed  to 
keep,  investigate,  or  audit  such  accounts  to  be  fully  acquainted  with  any 
system  of  weights  and  measures  they  are  likely  to  find  in  use. 

As  regards  the  metric  system  in  particular,  it  will  suffice  to  say — 

(1)  It  is  used  by  upwards  of  550  million  of  the  world's  inhabitants,  and 
in  particular  by  France,  Germany,  Italy,  Austria,  Russia,  Spain,  Portugal, 
Holland,  Belgium,  Norway,  Sweden,  Switzerland,  Greece,  Roumania, 
Bulgaria,  Servia,  Ottoman  Empire,  Japan,  Mexico,  Brazil  and  other  South 
American  Republics;  in  short,  by  the  whole  civilised  world  except  the 
British  Empire  and  the  United  States  of  America. 

(2)  The  Select  Committee  appointed  by  the  House  of  Commons  in  1895 
to  inquire  "whether  any  and  what  changes  in  the  present  system  of 
weighte  and  measures  should  be  adopted,"  recommended  that  after  the 
lapse  of  two  years  the  metric  system  should  be  rendered  compulsory  by 
Act  of  Parliament. 

(3)  The  meeting  of  Colonial  Premiers  in  1902  recommended  the 
adoption  of  the  metric  system  throughout  the  Empire. 

(4)  The  system  is  almost  exclusively  used  for  scientific  purposes,  and 
some  manufacturers  in  Great  Britain  make  all  their  measurements  in  metric 
units. 

(5)  The  use  of  the  metric  system  has  been  rendered  legal  (though  not 
compiilsory)  throughout  the  United  Kingdom. 

Linear  Measure. — The  metric  system,  as  its  name  implies,  is  founded  on 
the  metre,  which  was  originally  chosen  in  1799  as  being  equal  to  a  ten- 
millionth  of  a  quadrant  of  the  earth  measured  from  the  North  Pole  to  the 
Equator  in  the  longitude  of  Paris.  More  modern  and  accurate  measure- 
ments have  shown  that  this  relation  is  only  approximate,  and  that  the  metre 
is  rather  less  than  the  ten-millionth  of  this  quadrant.  The  modern  metre 
is  determined  by  reference  to  a  standard  kept  in  the  International  Metric 
Bureau  at  Paris,  and  is  very  approximately  39*37  inches.  The  legal 
equivalent  is  now  fixed  at  39'370113  inches,  but  even  the  fourth  decimal 
place  can  hardly  be  said  to  be  known  for  certain. 

The  multiples  and  submultiples  of  the  metre  are  all  determined  on 
decimal  principles,  Greek  prefixes  being  used  for  multiples,  and  Latin 
prefixes  for  submultiples. 

Thus  we  have — 

Greek  Sexa     =ten,  so  the  dekametre=  10  metres. 

€KaTdv  =  a  hundred,  so  the  hectometre  =  100  metres. 
XtAtas  =  a  thousand,  so  the  kilometre  =  1000  metres. 
/>ivpias  =  ten  thousand,  so  the  myriametre=  10,000  metres. 

Again,  we  have — 

Latin  decern    =  ten,  so  the  decimetre  =  -j^  metre. 

centum  =  a  hundred,  so  the  centimetre  =  j-g-g-  metre. 
miUe     =  a  thousand,  so  the  millimetre  =  ^'UTra  ^^^^re. 

We  have  consequently — 

Millimetre  = 

Centimetre  =10  millimetres  = 
Decimetre  =10  centimetres  = 
Metre  =10  decimetres    = 

Dekametre  =10  metres  = 

Hectometre  =10  dekametres  = 
Kilometre  =  10  hectometres  = 
Myriametre=  10  kilometres    =  10,000 


0-001  metres  = 

0-03937  inches. 

0-01 

» 

= 

0-3937         „ 

0-1 

J> 

= 

3-937 

1 

» 

= 

39-37              „ 

10 

» 

= 

393-7                „ 

100 

» 

= 

3,937 

1,000 

» 

= 

39,370                   „ 

0,000 

» 

= 

393,701                   „ 
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As  a  matter  of  fact,  some  of  the  names  of  multiples  such  as  dekametre 
and  myriametre  are  rarely  used,  but  as  the  same  prefixes  apply  to  weights 
and  measures  of  capacity,  it  seems  best  to  include  the  complete  set  in  the 
table. 

If  we  take  the  metre  equal  to  39"375  inches  (a  close  approximation)  we 

obtain  32  metres  =  35  yards ;   we  have  consequently  a  ready  method  of 

converting  metres  to  yards  or  yards  to  metres.     For  the  former  operation 

35  32 

we  multiply  by  ^ ;  for  the  latter  by  ^.     Thus  to  find,  for  example,  the 

35 
number  of  yards  in  a  kilometre,  we  have  ^  x  1000  =  1093f  yards,  which  is 

very  approximately  correct. 

Square  Measure. — Square  measure  is  founded  on  the  metre,  but  is  of 
little  importance  except  for  measurement  of  land. 

The  square  metre  or  centiare  is  approximately  equal  to  1*196  sq.  yards. 
The  are  or  sq.  dekametre  is  consequently  equal  to  119*6  sq.  yards. 

We  have  thus — 

100  sq.  decimetres  =  1  sq.  metre  (centiare). 
100  sq.  metres  =  1  sq.  dekametre  (are). 

100  sq.  dekametre3=  1  sq.  hectometre  (hectare). 

The  hectare  is  a  little  less  than  2^  acres. 

Cubic  Measure. — Cubic  measure  is  similarly  founded  on  the  metre.     The 
cubic  metre,  sometimes  called  a  stere,  is  equal  to  about  1*308  cubic  yards. 
We  have — 

1000  cubic  centimetres  =  1  cubic  decimetre. 

1000  cubic  decimetres  =  1  cubic  metre. 

Weights. — Metric  weights  are  based  upon  the  kilogram,  which  is  the  weight 
of  a  cylinder  of  platinum  kept  at  the  International  Metric  Bureau  at  Paris. 
The  gram  is  consequently  yttVu-  of  this  weight.  The  gram  was  originally 
chosen  to  represent  the  weight  of  a  cubic  centimetre  of  distilled  water 
under  standard  conditions,  and  consequently  the  kilogram  represents  the 
weight  of  a  cubic  decimetre  of  water  under  the  same  conditions.  As  errors 
were  made  in  the  original  determination  of  the  weight  of  a  cubic  centi- 
metre of  water,  this  relation  can  only  be  regarded  as  very  approximately 
true.  The  kilogram  weight  has  been  made  a  little  too  heavy,  and  a  cubic 
decimetre  of  water  consequently  weighs  between  1  and  2  decigrams  less 
than  a  kilogram.  This  minute  difference  is  of  no  importance  for  com- 
mercial purposes.  The  kilogram  for  rough  purposes  may  be  taken  as  equal 
to  2*2  lbs.  As  the  kilogram  is  too  small  a  unit  for  the  measurement  of 
heavy  goods  such  as  coals,  it  has  been  found  necessary  to  supplement  the 
table  of  metric  weights  by  the  addition  of  heavier  units.     Thus  we  have 

10  milligrams   =  1  centigram     =  0*1543  grain. 

10  centigrams   =  1  decigram      =  1*543  grains, 

10  decigrams     =  1  gram             =  15*43  grains. 

10  grams            =  1  dekagram     =  154*3  grains. 

10  dekagrams    =  1  hectogram    =  1543  grains. 

10  hectograms  =  1  kilogram      =  15432  grains  or  2*2046  lbs. 

10  kilograms     =  1  myriogram  =  22*046      „ 

1 0  myriograms  =  1  quintal         =  220*46        „ 

10  quintals        =  1  ton  (metric)  =  2204*6          „ 

Measures  of  Capacity. — Measures  of  capacity  are  based  upon  the  litre, 
which  is  the  weight  of  a  kilogram  of  distU-led  water  at  the  temperature  of 
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4°  Centigrade  under  an  atmospheric  pressure  equal  to  that  represented  by  a 
column  of  mercury  760  millimetres  high  at  0"  Centigrade,  at  sea-level  and 
at  latitude  45° ;  the  weighing  being  made  in  air,  but  reduced  by  calculation 
to  a  vacuum.  As  the  kilogram  was  originally  chosen  to  represent  the  weight 
of  a  cubic  decimetre  of  water  under  standard  conditions,  it  will  be  seen  that 
the  litre  is  approximately  equal  to  a  cubic  decimetre.  The  litre  is  in  fact 
the  larger,  but  the  difference  is  too  small  to  be  of  any  importance  except  for 
scientific  purposes.  The  litre  or  cubic  decimetre  is  approximately  equal  to 
0"22  gallon  or  1*76  pints.  The  table  of  metrical  measures  of  capacity  can 
be  expressed  as  follows : — 

1  millilitre  ( =  1  cubic  centimetre). 
10  millilitres  =  1  centilitre  (10  cubic  centimetres). 
10  centilitres  =  1  decilitre  (100  cubic  centimetres), 
10  decilitres     =  1  litre  (1  cubic  decimetre). 
10  litres  =  1  dekalitre  (10  cubic  decimetres). 

10  dekalitres   =  1  hectolitre  (100  cubic  decimetres). 
10  hectolitres  =  1  kilolitre  (1  cubic  metre). 

We  append  tables  giving  the  values  of  metric  units  in  terms  of  imperial 
units  and  vice  versa.  These  equivalents  are  based  upon  the  following 
relations : — 

1  metre       =        39-370113  inches. 

1  kilogram  =  15432-3564  graina 

1  gallon       =  4-5459631  litres. 

These  are  the  relations  which  have  been  substituted  by  Order  in  Council 
of  the  19th  May  1898  for  the  table  in  Part  I.  of  the  Third  Schedule  to  the 
Weights  and  Measures  Act  1878. 

The  older  legal  equivalents,  1  metre  =  39"37079  inches,  and  1  kilogram  = 
15432'34874  grains,  are  undoubtedly  too  large  and  too  small  respectively. 

In  the  tables  we  have  given  in  each  case  the  five-figure  logarithm  of 
the  equivalent,  as  this  may  be  of  service  for  rapid  calculations. 

Table  giving  Equivalents  of  Metric  Weights  and  Measures  in  terms  of 
Imperial  Weights  and  Measures 


1  millimetre  (yj^^to"  "T^^tre) 
1  centimetre  (yJ^  metre) 
1  decimetre  (j^  metre) 
1  metre 


1  dekametre  (10  metres) 
1  hectometre  (100  metres) 
1  kilometre  (1000  metres) 


1  sq.  millimetre 

1  sq.  centimetre  (100  sq.  millimetres)  = 

1  sq.  metre  (10,000  sq.  centimetres)     = 

1  are  (100  sq.  metres) 
1  hectare  (100  ares) 


Linear  Measure 

Logarithm. 

=     0-03937011  inch 

2-59517 

=      0-3937011  inch 

1-59517 

=      3-937011  inches 

0-59517 

=    39-37011  inches 

1-59517 

=      3-280843  feet 

0-51599 

=      1-093614  yards 

003886 

=    10-93614  yards 

1-03886 

=  109-3614  yards 

2-03886 

=        -6213717  mile 

1-79335 

Square  Measure 

=      0-001550006  sq.  inch 

319033 

imetres)=      0-1550006  sq.  inch 

1-19033 

letres)     =    10-76393  sq.  feet 

103197 

=       1-195992  sq.  yards 

0-07773 

=  119-5992  sq.  yards 

2-07773 

=      2-471058  acres 

0-39288 
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Cubic  Measure  Logarithm. 

1  cubic  centimetre  =       -06102390  cubic  in.  2-78550 

1  cubic  decimetre  (1000  cubic  centimetres)  =  61-02390  cubic  inches  1-78550 
1  cubic  metre  (1000  cubic  decimetres)         =35-31476  cubic  feet       1-54796 

=    1-307954  cubic  yards  0-11659 


1  centilitre  (i^^  litre) 
1  decilitre  {-^^  litre) 
1  Htre 


1  dekalitre  (10  litres) 
1  hectolitre  (100  litres) 

1  milligram  (^^^7  g^am) 
1  centigram  (i^^  gram) 
1  decigram  (y^  gram) 
1  gram 


1  dekagram  (10  grams) 
1  hectogram  (100  grams) 
1  kilogram  (1000  grams) 


1  myriagram 

1  quintal  (100  kilograms) 

1  metric  ton  (100  kilograms): 


Measures  of  Capacity 

=  007039212  giU  2-84752 

=  0-1759803  pint  1-24546 

=  1-759803  pints  0-24546 

=  0-8799016  quart  T-94443 

=  0-2199754  gallon  T-34237 

=  2-199754  gallons  0-34237 

=  2-749692  bushels  0-43928 

Weights 
=          0-01543236  grain  2-18843 
=           0-1543236  grain  1-18843 
=           1-543236  grains  0-18843 
=         15-43236  grains  1-18843 
=          0-7716178  scruple  (apothe- 
caries' weight)  1-88740 
=          0-2572059  drachm  (apothe- 
caries' weight)  1-41028 
=          0-03527396  oz.  (avoirdupois)  2-54745 
=           0-03215074    oz.    (troy   and 

apothecaries')  2-50719 

=          5-643833  drams  (avoirdupois)  0-75157 

=           3-527396  oz.  (avoirdupois)  0-54745 

=  15432-36  grains  4-18843 

=           2-204622  lbs.  0-34333 

=        22-04622  lbs.  1-34333 

=           1-968413  cwt.  0-29412 

-9842064  ton  1-99309 


Table  giving  Equivalents  of  Imperial  Weights  and  Measures  in  terms  of 

Metric  Measures 


1  inch 

1  foot  (12  inches) 
1  yard  (3  feet) 
1  fathom  (2  yards) 
1  pole  (5i  yards) 
1  chain  (22  yards) 
1  furlong  (10  chains) 
1  mile  (8  furlongs) 


1  sq.  inch 

1  sq.  foot  (144  sq.  inches) 

1  sq.  yard  (9  sq.  feet) 

1  perch  (30|-  sq.  yards) 

1  rood  (40  perches) 

1  acre  (4  roods) 

1  sq.  mile  (640  acres) 


Linear  Measure 
=    25-39998  millimetres 

0-3047997  metre 

0-9143992  metre 

1-828798  metres 

5-029196  metres 
=    20-11678  metres 
:  201-1678  metres 
:      1-609343  kilometres 

Square  Measure 
:      6-451589  sq.  centimetres 
=      9-290288  sq.  decimetres 
=      0-8361259  sq.  metre 
:    25-29281  sq.  metres 
=    10-11712  ares 
=      0-4046849  hectare 
=  258-9984  hectares 


Logarithm. 
1-40483 
1-48401 
1-96114 
0-26217 
0-70150 
1-30356 
2-30356 
0-20666 

0-80967 
0-96803 
1-92227 
1-40300 
1-00506 
T-60712 
2-41330 
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Cubic  Measure 
1  cubic  inch  =  16-38702  cubic  centimetres 

1  cubic  foot  (1728  cubic  inches)  =    002831677  cubic  metre 
1  cubic  yard  (27  cubic  feet)        =   07645529  cubic  metre 

Measures  of  Capacity 
=    1-420613  decilitres 


Igill 

1  pint  (4  gills) 
1  quart  (2  pints) 
1  gallon  (4  quarts) 
1  peck  (2  gallons) 
1  bushel  (8  gallons) 
1  quarter  (8  bushels)  = 

Apothecaries — 
1  minim  = 

1  fluid  scruple  (20  minims)  = 
1  fluid  drachm  (3  scruples)  = 
1  fluid  oimce  (8  drachms)  = 
1  pint  (20  fluid  ounces)         = 


=  0-5682454  litre 
=  1-136491  litres 
=  4-545963  litres 
=  9-091926  litres 
=  36-36770  litres 
=    2-909416  hectolitres 


1  grain 

1  dram  (27-34375  grains) 

1  ounce  (437-5  grains) 

1  pound  (7000  grains) 

1  stone  (14  lbs.) 

1  quarter  (28  lbs.) 

1  hundredweight  (112  lbs.) 

1  ton  (20  cwt.) 

Troy— 
1  pennyweight  (24  grains) 
1  ounce  (480  grains) 

Apothecaries — 
1  scruple  (20  grains) 
1  drachm  (60  grains) 


0-05919223  millilitre 
1-183845  millilitres 
3-551534  millilitres 
2-841227  centilitres 
0-5682454  litre 

Weights 

64-79892  milligrams 
:    1-771845  grams 
=  28-34953  gi-ams 

0-4535924  kilogram 
:    6-350294  kilograms 
:  12-70059  kilograms 
0-5080235  quintal 
1-016047  metric  tons 

:    1-555174  grams 
:  31-10348  grams 

■■    1-295978  grams 
3-887935  grams 


Logarithm. 
1-21450 
2-45204 
T-88341 


0-15248 
T-75454 
0-05557 
0-65763 
0-95866 
1-56072 
0-46381 

2-77226 
0-07329 
0-55042 
0-45351 
1-75454 


1-81157 
0-24843 
1-45255 
1-65667 
0-80279 
1-10382 
T-70588 
0-00691 

0-19178 
1-49281 

0-11260 
0-58972 

Thoeold  Gosset. 


IVIilree,  IVIilrea,  or  IVIilrei. — A  silver  coin  of  Portugal  of  the 
value  of  about  4s.  S^d.  of  British  money,  representing  1000  reis.  4-5 
milreis  at  par  value  are  equal  to  £1. 

Mineral  Water  IVIanufacturers'  Accounts.— The 

improvement  which  has  taken  place  in  recent  years  in  public  taste  and 
habits  as  far  as  liquid  refreshment  is  concerned,  and  the  improved  processes 
of  mineral  water  manufacturing,  have  led  to  a  considerable  extension  of  the 
industry  and  emphasised  the  need  for  correct  records  and  accurate  accounts. 
Oftentimes  the  simplicity  of  a  process  or  of  an  industry  is  an  apology  for  a 
certain  primitiveness  in  its  book-keeping  arrangements,  and  we  fear  that  in 
the  past  this  has  been  peculiarly  the  case  in  the  industry  under  notice, 
but  the  necessity  for  proper  records  is  now  generally  conceded,  and  a  scheme 
of  accounts  has  been  evolved  which  fulfils  all  the  necessities  of  the  case, 
and  on  lines  which  are  being  very  generally  adopted  in  the  trade.  Not 
only  are  correct  personal  accounts  needed,  but  an  adequate  safeguard 
against  cash  leakages,  and  a  system  whereby  a  correct  view  of  the  state  of 
the  business  is  presented  at  each  year's  end,  so  that  period  by  period  a 
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comparative  record  of  the  progress  of  the  business  may  be  built  up,  showing 
the  cost  of  production,  distribution,  and  general  expenses,  the  ratio  and 
amount  of  net  profit  on  turnover,  and  any  other  facts  which  it  may  be 
thought  desirable  to  extract.  The  scheme  here  outlined  has  served  as  the 
model  for  many  of  our  large  mineral  water  manufacturing  concerns,  and  is 
recommended  as  containing  all  the  essentials  of  correct  accounting.  The 
books  can  be  varied,  extended,  or  combined,  according  to  the  necessities  of 
the  business,  and  according  to  the  suggestions  of  the  accountant  and  the 
advice  of  the  auditor,  as,  for  instance,  should  a  sectional  trading  account 
not  be  considered  necessary  the  general  ledger  could  be  discarded,  and  the 
totals  of  the  analytical  columns  of  the  purchase  book,  and  of  the  sales 
book,  carried  forward,  and  at  the  end  of  the  year  posted  direct  to  the 
trading  account  in  the  private  ledger.  We  proceed  to  give  particulars  of 
the  books  required  : — 

1.  The  Purchases  Day  Book  should  be  provided  with  columns  for 
analysing  the  purchases  of  materials  and  general  expenses  of  the  business 
under  principal  heads.  The  invoices  are  entered  daily,  the  net  amount 
being  stated  in  the  column  provided,  and  the  items  dissected  out  according 
to  the  particular  heads ;  the  net  amount  of  invoice  is  posted  to  the  credit 
of  the  personal  account  in  the  bought  ledger,  and  the  monthly  total  of  each 
of  the  analytical  columns  is  posted  to  the  debit  of  its  respective  account  in 
the  general  and  private  ledgers. 

Purchases  Day  Booh 
(1) 


Date. 

1 
.2 

Name. 

1 

Amount 

of 
Invoice. 

Production. 

Sugar, 

Essences, 

etc. 

Corks,  Band    Coals  and 
Wire,  etc.  l      Water. 

1 

Carriage 
Inwards. 

Repairs  and 

Renewal  of 

Plant. 

£      «.      d. 

£      s.      d. 

&      s.      d. 

&      s.      d. 

£     s.      d. 

£      s.      d. 

G.L. 

G.L. 

G.L. 

G.L. 

G.L. 

m 


Distribution. 

General  Charges. 

Boxes. 

Bottles. 

Stables. 

Carriage 
Outwards. 

Rent, 

Rates, 

Taxes,  and 

Insurance. 

Lighting. 

Sundries. 

Wagons,       pi^„t, 
etc.                        1 

Repairs, 
etc. 

Provender, 
etc. 

&    s.    d. 

I 

&    8.    d. 

£    s.    d. 

£    s.    d. 

£    s.    d. 

£    s.    d. 

£   s.    d. 

£    s.    d. 

£    «.    d. 

£    s.    d. 

G.L. 

G.L. 

G.L. 

G.L. 

G.L. 

G.L. 

P.L. 

i 

P.L.    1    P.L. 

P.L. 

i 
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2.  2'he  Purchases  Ledger  has  the  usual  ledger  ruling. 

3.  The  Sales  Day  Book  should  be  ruled  with  columns  for  the  different 
classes  of  goods  sold ;  these  columns  would  contain  particulars  of  the 
quantities  supplied,  prices,  total  charge  for  minerals,  total  charge  for  bottles, 
and  aggregate  debit.  The  total  of  the  quantities  columns  should  at  the 
end  of  each  month  be  credited  in  the  stock  book,  and  the  total  amount  of 
mineral  sales  column  be  credited  to  sales  account  in  the  general  ledger, 
whilst  the  total  amount  of  bottles  column  is  credited  to  "liability  on 
bottles  charged  "  account  in  the  same  ledger,  the  usual  debits  being  posted 
to  the  personal  accounts  in  the  sales  ledger.  The  delivery  books  are,  of 
course,  the  source  from  which  the  entries  in  the  sales  day  book  are 
compiled. 

Sales  Day  Book 


Date. 

Ledger 
Folio. 

8d. 

9d. 

lOd. 

1/ 

1/3 

Syphons 
2/6 

Price. 

Minerals. 

Bottles 
Charged. 

Total. 

£      s.      d. 

&      s.      d. 

&      s.      d. 

Stock  Book. 


G.L. 


G.L. 


4  The  Sales  Ledger  is  of  the  usual  ledger  style,  save  that  there  are  two 
money  columns  on  both  the  Dr.  and  Cr.  sides — one  each  for  minerals  and  for 
bottles  where  bottles  are  charged. 

5.  The  General  Cash  Book  should  be  ruled  to  show  on  the  debit  side 
columns  for — (1)  total  received,  (2)  cash  sales  from  "  cash  sales  by  cartmen 
book,"  (3)  credit  sales  ledger,  (4)  other  receipts,  and  (5)  withdrawals  from 
bank ;  and  on  the  credit  side — (1)  total  paid,  (2)  purchases  ledger,  (3)  other 
payments,  such  as  wages,  private  drawings,  etc.,  and  (4)  payments  to 
bank.  The  existence  of  separate  columns  for  the  different  ledgers 
facilitates  the  posting,  and  renders  easy  the  separate  balancing  of  the 
ledgers  where  same  is  considered  necessary. 


Dr. 


General  Cash  Book. 
(1) 


Date. 

Ledger 
Folio. 

Receipts. 

Total. 

Cash  Sales. 

Credit  Sales 
Ledger. 

other 
Receipts. 

Bank  With- 
drawals. 

£      s.      d. 

£      s.      d. 

£      s.      d. 

£      s.      d. 

£      5.      d. 

G.L. 

P.L. 
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(2)  Cr. 


Date. 

Ledger 
Folio. 

Payments. 

Voucher 
No. 

Total, 

Purchases 
Ledger. 

Other 
Payments. 

Bank,  Pay- 
ments in. 

£      s.      d. 

£      s.      d. 

£      s.      i. 

£      s.      d. 

P.L. 

6.  Cartmen's  Delivery  Books  are  the  source  of  the  day  book  entries,  and 
contain  a  record  of  every  sale  effected,  both  cash  and  credit.  One  of  these 
books  is  taken  out  by  each  carter  when  he  starts  on  his  round,  and  an 
account  is  also  kept  of  the  stock  he  takes  with  him,  and  what  he  brings 
back,  the  difference  representing  his  sales,  which  should  tally  with  the 
total  of  his  counterfoils  or  dupHcates.  The  forms  can  be  either  in 
duplicate  or  attached  to  a  counterfoil,  one  being  given  to  the  customer,  the 
other  retained  in  the  book  as  the  basis  of  charge  for  the  day  book  or 
the  cash  sale.  Particulars  of  returned  empties  should  be  stated  on  the 
forms  in  space  provided  for  same.  The  boxes  and  bottles  are  debited  to 
customers  in  the  "  bottles  and  boxes  ledger  "  and  the  returns  credited. 


Gartmen's  Delivery  Book 
Paddin&ton  Mineral  "Water  Works 

London 

M 


190 


Bought  of 

The  West  End  Mineral  Water  Co. 


To Dozen  Minerals  at        8d. 

at  9d. 
at  lOd. 
at  Is.  Od. 
at  Is.  3d. 
at  2s.  6d. 
Bottles  at 


By Dozen  Bottles  returned  at 


To Dozen  Bottles. 

To Boxes. 

By Dozen  Bottles  returned. 

By Boxes. 

Carter's  Signature 


7.  Gash  Sales  (Cartmen)  Book. — This  is  a  summary  cash  book  for  the 
daily  sales  of  the  cartmen,  the  daily  total  of  which  is  entered  in  the 
general  cash  book ;  it  affords  a  ready  comparison  of  the  business  done  by 
the  several  cartmen.  The  total  sales  from  this  book  is  credited  monthly  to 
the  stock  book,  if  one  is  kept. 
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Cash  Sales  hy  Cartmen. 


1 

L.PBXL. 

T.  Jakks. 

Fbed  Bower.                   >,  . 

3-5 

^1 

DaUy 
SalM. 

Dozens  at 

Daily 

Sales. 

Dozens  at 

Daily                 Dozens  at                 ^J 
Sales.                                                ^-^ 

8d. 

9d.  10d.|  1/ 

1/3 

2/6 

8d. 

9d. 

lOd. 

1/ 

1/8 

2/6 

i8d. 

9d.  lOd. 

1/ 

1/8  1  2/6  i 

e..d. 

' 

&».d. 

1 

£«.  d. 

i 

1 

' 

Stock  Book. 


S.B. 


S.B. 


8.  The  Petty  Cash  Book  is  of  the  usual  analytical  pattern,  and  is  used 
for  sundry  small  payments.  The  totals  are  made  monthly,  and  then  entered 
in  the  general  cash  book. 


Date. 

To  whom  paid. 

Total. 

Chemicals, 

Essences, 

etc. 

Stationery, 

Stamps, 

etc. 

Carriage    j    Carriage 
Inwards.      Outwards. 

Allowance 

for  Bottles 

charged 

returned. 

Sundries. 

£  s.  d. 

£     s.      d. 

£      8.      d. 

£     s.      d. 

£     «.      d. 

£      s.      d. 

£.    s    d. 

C.B. 

9.  The  General  Ledger  contains  the  various  impersonal  accounts  of  the 
business,  and  are  in  effect  summaries  of  the  various  analytical  columns  of 
the  different  books,  the  balances  at  the  year's  end  being  carried  to  the 
debit  or  credit  of  trading  account  in  the  private  ledger. 

(a)  The  purchases  accounts  start  afresh  each  year  with  the  debit  of 
stocks  forward,  and  are  charged  with  the  monthly  totals  from  the  purchases 
day  book,  and  credited  at  the  year's  end  with  the  amount  of  stock  on  hand, 
the  balance  going  to  the  debit  of  trading  account. 

(h)  The  wages  account  should  be  shown  in  four  divisions :  (1)  manager, 
(2)  works,  (3)  office,  (4)  cartmen.  This  account  is  debited  direct  from  the 
cash  book,  and  closed  off  at  the  year's  end  by  a  transference  to  trading 
account.  Oftentimes  a  small  commission  is  paid  to  cartmen  to  encourage 
them  to  secure  the  return  of  empties ;  this  commission  should  be  included 
weekly  in  the  wages  list. 

(c)  The  sales  account  is  made  up  from  the  monthly  totals  of  the  credit  sales 
day  book  and  of  the  cash  book,  the  year's  total  being  credited  to  trading  account. 

10.  The  Private  Ledger  contains  the  following  accounts : — Plant,  horses, 
wagons,  gears,  etc.,  boxes,  bottles,  office  furniture,  Bank  Account,  as  well 
as  the  strictly  private  accounts:  Trading  Account,  Profit  and  Loss,  and 
Capital  Account.     It  also  contains  the  Balance  Sheets. 

Trading  Account 

The  Trading  Account  of  a  business  cannot  be  too  exhaustive  or  too 
analytical.  It  is  the  summary  of  the  year's  work,  and  cannot  be  too  ex- 
plicit. From  it  are  gathered  the  conclusions  on  which  to  base  the  following 
year's  trading;  it  cannot,  therefore,  be  too  full  of  information.      In  the 
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particular  business  under  discussion  the  form  shown  is  strongly  recommended, 
the  percentages  exhibiting  readily  any  material  discrepancy,  and  presenting 
under  the  separate  heads  of  (1)  production,  (2)  distribution,  (3)  general 
charges  and  depreciation,  the  cost  per  £100  of  sales. 


Trading  Account 


Cost  Per  Cent. 

Production 
To  Purchases,  etc.    . 

£  s.  d. 

£  s.  d. 

By  Sales,  Minerals 

Credit  G.L. 

£  8.  d. 

£.  s.  d. 

17-15 

Sugar,     Essences, 
etc.         G.L. 

3-25 

Corks,  Band  Wire, 
Bru.shes,etc.  G.L. 

Cash     G.L. 

1-05 

Coals   and   Water 
G.L. 

Stock   P.L, 

•50 

Carriage    inwards 
G.L. 

1-75 

Repairs    and    Re- 
newal   of    Plant 
G.L. 

Less  Stock  P.  L. 

2-93 

,,  Wages,     Manager 
G.L. 

100- 

7-89 

, ,  Wages,  Works  G.  L. 

O/I.KO 

Distribution 

To  Purchases,  etc. 

•35 

Stable      Account, 
Repairs,  etc.  G.L. 

7-01 

Provender,  etc., 
G.L. 

1^31 

Carriage  outwards 
G.L. 

8-53 

,,  Wages,    Cartmen, 
G.L. 

i»7.on 

General  Charges 

To     Purchases    and 

Expenses 

7-24 

Rates,  Taxes,  and 
Insurance      G.L. 

•90 

Lighting        G.L. 

4-32 

Sundry    Expenses 
G.L. 

8-12 

,,  Commissions      al- 
lowed  Customers 
on    Empties     re- 
turned          G.L. 

3-75 

„  Salaries  Office  G.L. 

10-30 

,,  Depreciations 

Machinery    and 
Plant       P.L. 
Horses         P.  L. 
Wagons,  Gears, 
etc.             P.L. 
Boxes          P.L. 
Bottles        P.L. 
Office  Furniture 

4-26 

P.L. 

,,  Interest  on  Capital 

P.L. 

^R'RO 

9-39 

,,  Net  Profit — trans- 
ferred to  Capital 
Account         P.L. 

100- 

100- 
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Depreciation 

To  meet  the  wear  and  tear  of  machinery,  fixtures,  fittings,  etc.,  it  is 
usual  and  essential  to  allow  a  percentage  from  each  year's  value,  and  to 
debit  this  percentage  as  a  charge  against  the  trading  of  the  year.  The 
amount  so  debited  should  be  such  as  would  show  the  true  value  at  the 
year's  end,  and  which  if  continued  would  exhaust  the  original  cost  with 
the  lifetime  of  the  particular  article.  Experience  can  only  tell  what  the 
amount  should  be,  but  the  following  rates  may  be  safely  accepted  as  fair, 
and  generally  followed : — 

Plant  10  per  cent  per  annum. 

Horses  should  be  revalued  each  stock-taking. 

Wagons,  gears,  etc.,  10  per  cent  per  annum. 

Boxes  „        „  „ 

Bottles  15        „  „  on    proportion    of    dealings 

with  private  customers. 
Bottles  10  per  cent  per  annum  on  proportion  of  dealings  with  tied  houses. 

Bottles  and  Boxes 

In  the  business  under  notice  the  greatest  expense  is  undoubtedly  the 
loss  of  bottles.  In  a  recent  case  it  was  stated  in  Court  by  a  well-known 
firm  of  mineral  water  manufacturers  that  many  thousands  of  syphons, 
which  cost  2s.  each,  are  yearly  lost  to  the  trade,  and  the  number  of  ordin- 
ary mineral  water  bottles  carelessly  or  otherwise  destroyed  or  not  returned 
to  shops,  etc.,  is  everywhere  noticeable.  The  main  consideration  is  how  best 
to  remedy  this,  as  far  as  possible.  Although  it  is  impossible  by  any  system 
of  book-keeping  to  do  this,  still  part  of  the  loss  may  be  arrested  by  following 
out  the  suggestions  here  given : — 

(1)  Charge  private  customers  for  bottles. 

(2)  Allow  all  customers,  say  Id.  per  dozen,  for  empties  returned. 

(3)  Allow  cartmen,  say  |d.  per  dozen,  for  all  empties  they  bring  in. 

(4)  Use  the  "  Bottle  Exchange." 

(5)  Keep  a  "  Bottles  and  Boxes  Ledger." 

(6)  The  general  use  of  "The  Bradford  Draught  Mineral  Water 
Machine." 

The  first  suggestion  to  charge  private  customers  does  not  apply  to  tied 
public-houses  or  hotels,  as  the  loss  on  bottles  is  small  compared  with  the 
former.  In  several  towns  it  is  found  advantageous  to  make  a  charge  for 
bottles,  and  it  is  necessary  to  provide  for  same  in  the  book  rulings ;  this  can 
be  done  by  the  addition  of  quantity  and  value  columns  to  the  ordinary 
sales  ledger. 

By  making  an  allowance  to  customers  it  ensures  in  most  instances 
their  support  to  return  as  many  empties  as  they  are  able  to  get  back. 

If  the  cartmen  have  an  inducement  offered  them  to  participate  to  their 
advantage  in  empties  being  got  in,  this  will  probably  be  to  the  interest  of 
the  employer,  as  the  cartmen  will  make  extra  efforts  to  sell  the  minerals 
they  carry  on  their  wagons  so  as  to  make  way  for  empties  to  be  brought 
back. 

Owing  to  the  way  bottles  get  crossed  from  one  place  to  another  an 
additional  loss  would  be  incurred  by  the  manufacturer  were  it  not  for  the 
Bottle  Exchange,  which  is  usually  found  in  towns  and  districts  where  the 
industry  is  carried  on.  An  allowance  of  one  penny  per  dozen  is  generally 
made  for  bottles  brought  in,  and  a  charge  of  twopence  per  dozen  for 
bottles  going  out ;  the  difference  between  the  amount  received  and  paid  is 
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an  increment  for  running  the  exchange.  So  far  as  the  individual  manu- 
facturer is  concerned  all  payments  in  respect  of  the  Exchange,  for  empties 
restored  to  him,  are  passed  through  the  petty  cash  book  under  a  separate 
head,  or  as  forming  part  of  the  general  expenses  of  the  business. 

A  general  ruling  for  a  "  Bottles  and  Boxes  Ledger  "  is  as  follows : — 


Dr.                                 John  Hird.                                 Cr. 

Dr.                           Charles  Wilson.                            Cr. 

Date. 

Po 

Delivered. 

Date. 

1% 

Returned. 

Date. 

ri- 
ll 

Delivered. 

Date. 

2| 

Returned. 

Boxes. 

Bottles. 

Boxes. 

Bottles. 

Boxes. 

Bottles. 

Boxes. 

Bottles. 

The  entries  for  this  book,  both  debit  and  credit,  are  obtained  from 
the  counterfoils  of  the  cartmen's  delivery  books,  and  the  accounts  are 
generally  checked  by  sending  statements  periodically  to  the  customers 
requesting  them  to  agree  same  with  their  stock ;  intermediate  reports  are 
sometimes  obtained  by  the  cartmen,  but  none  other  than  an  approximation 
can  be  arrived  at. 

By  using  the  draught  mineral  water  machine,  which  contains  equal  to  260 
split  bottles,  and  does  not  occupy  more  space  than  a  two-dozen  case,  the 
continuous  handling  of  bottles  and  cases  can  be  done  away  with — the  bar 
attendants  can  serve  more  expeditiously,  a  more  satisfactory  and  reliable 
article  can  be  given  out  at  half  the  price  charged  for  bottled  goods — and  by 
doing  away  with  bottles,  there  is  an  obvious  saving. 

Stock  Boohs 

Proper  records  should  be  kept  of  bottlings,  of  minerals  sent  out  which 
with  some  allowance  for  breakages  should  agree  with  stock  at  stock-taking 
time.     We  give  the  two  forms  more  generally  in  use. 


Bottled. 

Sent  Out. 

Date. 

8d. 

9d. 

lOd. 

1/ 

1/3 

2/6 

Date. 

Cash  Sales  and 
Credit  Sales 
Book  Folios. 

8d. 

9d. 

1/ 

1/3 

2/6 

Jan.  1. 
2. 
3 

Feb.  1. 

To  St 
„  Bo 

3ck 
ttled 



Jan.    1. 
2. 
3. 

31. 

By  Sa 

> 

By  St 

AS 

ock 

To  St 

ock 
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8d. 

9d. 

lOd. 

1/ 

1/8 

2/6 

Jan.  1. 
1. 

2. 

Stock 
Sent  Out 

Bottled 

1 
1 

t 

1 

Balance  Sheet 


&s.  d. 

&s.  d. 

£  s.  d. 

&8.  d. 

Liabilities 

Assets 

Sundry  Creditors  as  per 

Sundry    Debtors    as    per 

Ledger 

C.B. 

Ledger 
Cash  in  Hand 

Commissions       due       to 

P.L. 

Cash  at  Bankers 

Customers  on  Empties 

returned 

Stocks 

Liability       on       Bottles 

P.L. 

Minerals 

charged  for 

G.L. 
G.L. 

G.L. 

Sugar,  Essences,  etc. 
Corks,    Band    Wire, 

etc. 
Provender,  etc. 

Capital 

To  Balance  at 

G.L. 
P.L. 

Coals 
Machinery  and  Plant 

,,  Interest  allowed 

By  Balance  at 

„  Profit  on  Trading 

,,  Additions       during 
year 

Deduct 

Withdrawals 

P.L. 

Less  Depreciation 
Horses 

By  Value  at 

P.L. 

Less  Depreciation 
Wagons,  Gears,  etc. 

By  Balance  at 

P.L. 

Less  Depreciation 
Boxes 

By  Balance  at 

P.L. 

Less  Depreciation 
Bottles 

By  Balance  at 

,,  Additions      during 

P.L. 

year 
Office  Furniture 

By  Balance  at 

Less  Depreciation 

John  Lund. 

IVIinimum  Subscription. — The  minimum  subscription  is 
the  amount,  if  any,  fixed  by  the  memorandum  or  articles  of  association  of  a 
company,  and  named  in  the  prospectus  as  the  minimum  subscription  upon 
which  the  directors  may  proceed  to  allotment.     Prior  to  the  Companies 
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Act  1900,  one  of  the  chief  abuses  of  our  company  system  arose  out  of 
directors  going  to  allotment  on  an  insufficient  subscription,  and  to  remedy 
this  the  Companies  Act  1900  stipulates  that  the  minimum  subscription 
must  be  stated  in  the  prospectus,  and  if  no  amount  is  fixed  upon,  then 
directors  cannot  go  to  allotment  unless  all  the  shares  have  been  applied  for. 
(See  "  Company  Promotion  and  Flotation,"  Allotment,  vol.  ii.  p.  174.) 

IVIinor  in  Scotland  is  a  person  under  lawful  age  or  majority,  which  is 
twenty-one  years  of  age.  The  Scottish  law  distinguishes  three  stages  of 
life,  viz.,  pupillarity,  i.e.,  from  birth  to  twelve  in  females  and  fourteen  in 
males,  puberty  or  minority  from  these  ages  to  twenty-one  in  both ;  when 
majority,  the  third  stage  is  reached.  In  England  the  law  does  not  recognise 
such  distinctions,  and  "  the  child  of  nineteen  is  as  the  child  of  five  years 
old,"  though  in  certain  circumstances  the  law  accepts  the  acts  of  persons 
after  twelve  and  fourteen  as  valid. 

In  a  more  limited  sense  the  term  minor  is  strictly  applied  to  minors 
puhes — that  is,  in  the  case  of  males,  those  between  fourteen  and  twenty- 
one,  and  in  the  case  of  females,  those  between  twelve  and  twenty-one,  are 
called  minors.  Between  minority  and  majority  minors  are  regarded  as 
capable  of  managing  their  own  affairs,  but  not  possessing  the  discretion  of 
a  person  of  full  age,  and  the  law  therefore  provides  that  acts  done  to  their 
hurt  or  prejudice  may  be  set  aside  within  four  years  of  their  attaining 
majority  on  certain  grounds. 

The  only  cases  in  Scotland  where  the  law  imposes  a  curator  on  minors 
are  (1)  where  the  father  is  alive  he  is  curator  ipso  jure ;  (2)  where  the  father 
has  nominated  a  curator  or  curators  by  his  will ;  (3)  a  stranger  leaving  any 
estate  to  a  minor  may  nominate  a  person  to  be  curator  to  him ;  and  (4) 
when  a  minor  raises  or  defends  an  action,  which  he  may  do  in  his  own  name, 
a  curator  ad  litem  is  almost  invariably  appointed. 

In  England  the  protectors  of  infants  are  termed  guardians,  and  these 
are  practically  divided  into  three  classes :  (1)  Guardians  by  authority  of  the 
law ;  (2)  Guardians  by  custom ;  (3)  Guardians  by  special  appointment. 

Curators  or  guardians  may  be  appointed  by  his  parent  or  by  the  Court 
to  protect  the  interests  of  a  minor.  But  such  curators  or  guardians  are 
not  always  necessary.  Minors  may  act  without  curators,  subject  to  the 
right  of  the  minor  to  challenge  anything  done  to  his  prejudice  on  the 
ground  of  minority  and  lesion  within  four  years  after  he  attains  majority. 
It  may  almost  be  said  that  he  can  enter  into  any  contract  which  a  major 
can  do.  Thus  he  may  generally  administer  his  estate — grant  bonds,  bills,  and 
other  personal  obligations — sell  his  property,  heritable  and  moveable,  without 
any  consent  or  authority — borrow  money  and  convey  his  property  in  security 
of  repayment — let  his  heritable  property  on  lease,  and  uplift  the  rents  and 
interests  thereof — dispose  of  his  moveable  property  gratuitously,  either  by 
deed  inter  vivos  or  mortis  causa.  He  may  be  rendered  bankrupt,  or  be  the 
petitioning  creditor  in  a  sequestration,  or  obtain  decree  of  cessio  honorum, 
and  he  may  raise  or  defend  actions  in  his  own  name,  but  the  Court  will 
appoint  a  curator  ad  litem  to  him  if  he  appear  in  the  case. 

On  the  other  hand,  a  minor  cannot  dispose  of  his  heritable  estate 
gratuitously,  nor  alter  the  legal  course  of  succession  to  it  except  by  marriage 
contract.  He  may  in  practically  every  case  dispose  of  moveable  estate  by 
will.    (See  "  Judicial  Factors,"  vol.  iii.  p.  498). 

IVIint, — A  mint  is  an  establishment  for  the  manufacture  of  the 
metallic  money  authorised  by  the  government  of  the  country  in  which  it 


64  MINT 

is  situated.  The  term  itself,  as  well  as  the  word  money,  is  derived  from 
Moneta,  the  Latin  surname  of  the  goddess  Juno,  the  protectress  of  money, 
the  public  Mint  at  Eome  being  in  her  temple  on  the  Capitoline. 

Money  and  Coin. — It  is  important  to  observe  that  according  to  modern 
usage  there  is  a  distinction  to  be  drawn  between  money  and  coin.  Money 
is  a  generic  term,  and  embraces  the  entire  range  of  the  media  of  exchange. 
Articles  of  the  most  diverse  kinds  have,  at  different  periods  in  the  history 
of  communities,  been  made  the  means  of  the  conveyance  of  property.  In 
early  stages  of  society,  slaves,  oxen,  skins,  shells,  salt,  and  many  other  com- 
modities have  played  the  part  of  money  in  the  more  rudimentary  efforts  to 
establish  some  expeditious  and  generally  acceptable  means  of  barter,  while 
in  the  highly  complex  systems  of  modern  commerce,  bank-notes,  cheques, 
bills  of  exchange,  and  all  kinds  of  instruments  of  credit  fulfil  the  functions 
of  money  equally  with  the  coins  of  the  realm.  In  short,  any  intermediary 
employed  in  the  operation  of  exchange  may  be  regarded  as  money,  the  charac- 
teristic functions  of  which  are  (1)  the  means  or  medium  of  exchange,  and  (2) 
the  accepted  measure  or  expression  of  value.  To  quote  a  well-known  instance, 
in  Homeric  times  the  arms  of  Diomed  and  Glaucus  were  valued  respectively 
at  so  many  oxen  apiece.  Presumably,  therefore,  any  sale  of  these  arms  would 
have  been  effected  in  terms  and  by  means  of  oxen,  which  in  this  way  would 
have  fulfilled,  though  somewhat  clumsily,  the  essential  functions  of  money. 
The  term  "coins"  is  restricted  to  metallic  money,  and  the  following  defini- 
tion has  been  given  by  Professor  Jevons :  "  Coins  are  ingots  of  which  the 
weight  and  fineness  are  certified  by  the  integrity  of  designs  impressed  upon 
the  surfaces  of  the  metal."  They  combine  in  themselves  the  essential 
qualities  of  a  circulating  medium,  such  as  inherent  and  abiding  value, 
indestructibility,  portability,  homogeneity,  and  divisibility ;  and  by  their 
superior  adaptability  to  the  requirements  of  general  circulation  they 
speedily  supplant  commodities  like  corn  and  tobacco.  But  in  the  compli- 
cated and  extensive  transactions  of  advanced  trade  and  commerce,  coin  is 
found  an  insufficient  medium  in  itself,  and  it  becomes  advantageous  and 
economical  to  supplement  the  metallic  currency  by  paper  issues  and  docu- 
ments of  credit.  Still,  however  composite  a  monetary  system  may  become, 
it  is  an  admitted  principle  of  sound  finance  that  its  basis  should  be  a 
sufficiently  ample  metallic  currency.  Huge  business  transactions,  repre- 
senting in  the  aggregate  many  millions  of  pounds  sterling,  are  settled  daily 
at  the  London  Bankers'  Clearing-House  without  the  use  of  a  single  coin.  But 
this  great  labour-saving  device  could  not  be  carried  out  successfully  without 
the  mutual  assurance  that  the  various  bankers  held  an  adequate  reserve  in 
coin  or  securities  convertible  into  coin.  This  condition  is  ensured  by  the 
provisions  of  the  Bank  Charter  Act  of  1844,  wherein  definite  restrictions  are 
made  as  to  the  amount  of  notes  which  can  be  issued  by  the  banks  of  the 
United  Kingdom  without  equal  deposits  of  gold  in  the  bank  vaults. 

The  British  Monetary  System. — In  the  early  days  of  metallic  currency 
it  was  considered  sufficient  to  issue  coins  of  one  metal  only.  In  England 
itself  for  some  five  centuries  prior  to  the  reign  of  Edward  III.  silver  was 
the  only  metal  coined,  and  pennies  were  almost  the  only  coins  put  into 
circulation.  It  was  the  practice,  however,  as  it  has  also  been  in  many 
countries  under  like  circumstances,  to  introduce  for  general  convenience 
gold  and  other  coins  from  neighbouring  nations  in  order  that  they  might 
circulate  as  a  supplement  to  the  home  currency.  This  makeshift,  unsatis- 
factory in  many  ways,  only  demonstrated  the  demand  of  flourishing  trade 
for  the  means  of  rapidly  transferring  items  of  property  which  have  a  con- 
siderable range  of  variation  in  value.     To  pay  for  a  house  worth  a  thousand 
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pounds  in  the  silver  pence  of  those  days  is  at  once  seen  to  be  a  tedious  pro- 
ceeding. Experience  shows  that  a  graduated  system  of  coinage  is  that  which 
adapts  itself  most  readily  to  the  varied  requirements  of  active  commerce. 
And  the  most  useful  and  flexible  currency  is  one  which  embraces  pieces  of 
various  denominations,  coined  in  two  or  more  metals,  expressing  greater  or 
lesser  values  in  terms  of  some  fixed  unit.  The  monetary  system  of  Great 
Britain  and  Ireland  was  established  on  the  single  standard  basis  by  the 
Coinage  Act  of  1816  (56  Geo.  III.  c.  68). 

In  the  British  currency,  as  thus  established,  the  standard  unit  of  value 
is  the  gold  sovereign  or  pound.  This  coin  was  introduced  at  that  time, 
superseding  the  guinea,  which  was  the  principal  gold  coin  in  the  antecedent 
system,  that  system,  however,  being  bimetallic.  The  sovereign  consists  of 
123*27447  grains  of  standard  gold — that  is  to  say,  an  alloy  of  113-0016  grains 
of  pure  gold  and  10-27287  grains  of  copper.  This  weight  is  f  f  of  that  of  the 
guinea,  the  latter  being  fixed  by  an  indenture  of  Charles  II.  in  1670  order- 
ing that  a  pound  troy  should  be  coined  into  44|  guineas.  The  circulating 
value  of  the  sovereign  is  equivalent  to  the  intrinsic  value  of  its  metal,  which 
is  based  upon  the  Mint  price  of  standard  gold,  viz.  £3:17:10^  per  ounce.  It 
is  of  unlimited  tender,  and  the  payment  of  any  sum  of  money,  whatever  its 
amount,  may  be  legally  made  in  sovereigns.  If,  however,  a  sovereign  tendered 
in  payment  is  found  to  be  reduced  in  weight,  whether  by  wear  or  unfair 
means,  below  122-5  grains  it  may  be  refused,  and  the  person  to  whom  it  is 
offered  is  empowered  by  law  to  cut,  break,  or  deface  the  coin,  and  return  it 
to  the  trader,  who  bears  the  loss.  On  the  other  hand,  should  the  coin  prove 
not  to  be  actually  below  the  least  current  weight,  the  person  defacing  the 
suspected  piece  must  take  the  coin  and  bear  the  loss  himself. 

The  half-sovereign  is  in  exact  proportion  to  the  weight  of  the  sovereign. 
Ten  shillings  is  its  circulating,  and  also  its  intrinsic  value.  Gold  coins  ex- 
pressive of  a  less  value  than  ten  shillings  would  necessarily  be  of  so  small  a  size 
as  to  unfit  them  for  purposes  of  general  circulation.  Coins  for  smaller  amounts 
are  therefore  issued  in  silver  and  bronze,  which  are  metals  relatively  of  a 
lower  value  than  gold.  These  subsidiary  pieces  are  essentially  different  in 
character  from  the  gold  coins,  which  are  (1)  intrinsically  worth  their  face- 
value,  and  (2)  of  unlimited  legal  tender.  The  intrinsic  value  of  the  token 
coins  varies  with  the  market  price  of  the  metal,  which  must  necessarily 
be  below  the  face -value  of  the  coins,  and  their  tender  is  legal  in  the 
case  of  silver  to  an  amount  not  exceeding  forty  shillings  in  one  pay- 
ment, and  of  bronze  to  an  aggregate  amount  of  one  shilling.  There  are 
nine  denominations  of  silver  coins,  which  express  subdivisions  of  the  pound, 
viz.  the  crown,  half-crown,  florin,  shilling,  sixpence,  fourpence,  threepence, 
twopence,  and  penny,  no  double-florins  having  been  issued  since  1890.  All 
are  coined  in  considerable  quantities  to  meet  the  demands  of  trade,  with 
the  exception  of  the  fourpence,  twopence,  and  penny.  These  are  struck 
annually  for  the  distribution  of  royal  alms,  an  ancient  ceremony  recurring 
on  Maundy  Thursdays.  The  weights  of  the  silver  coins  are  based  on  a 
provision  of  the  Coinage  Act  of  1816,  which  enacts  that  a  pound  troy  of 
standard  silver  shall  be  coined  into  sixty-six  shillings.  One  shilling,  there- 
fore, weighs  87*27  grains,  and  the  weights  of  the  other  silver  coins  are 
multiples  and  sub-multiples  of  this  weight.  The  composition  of  the  metal 
is  silver  and  copper,  in  the  proportion  of  37  parts  out  of  40  fine  silver,  and 
3  parts  alloy. 

The  bronze  coins  are  composed  of  an  alloy  made  up  of  95  parts  by 
weight  of  copper,  4  parts  of  tin,  and  1  part  of  zinc.     An  avoirdupois  pound 
of  bronze  is  coined  into  48  pennies,  80  halfpennies,  or  160  farthings.     The 
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exact  weight  of  a  penny,  therefore,  is  145 '83  grains,  of  a  halfpenny  87*5 
grains,  and  of  a  farthing  43"75  grains.  Coins  of  this  mixture  were 
first  issued  in  1860,  in  substitution  for  the  copper  coinage  previously 
in  circulation,  the  latter  metal  having  been  in  use  since  the  reign  of 
Charles  II. 

The  Importation  of  Bullion  for  Coinage. — Bullion  is  brought  to  the 
British  Mint  to  be  coined  in  response  to  the  legitimate  demands  of  trade. 
History  affords  numerous  examples  of  the  futility  of  arbitrary  efforts  to 
regulate  by  law  the  volume  of  the  national  metallic  currency.  If  the  utmost 
freedom  is  permitted  in  the  circulation  of  money,  the  amount  requisite  to 
meet  the  constant  fluctuations  of  commerce,  speaking  generally,  makes  itself 
manifest  automatically  by  a  redundancy  in  bankers'  stocks,  or  by  an  in- 
sufficiency of  coin  to  make  such  payments  as  are  required  in  cash.  Any 
deficiency  in  the  supply  of  coin  is  readily  detected  by  the  Bank  of  England, 
the  bankers'  bank.  If  gold  is  needed,  an  importation  of  bullion  is  made  by 
this  bank  to  the  Mint  for  conversion  into  coin.  Any  private  person  possessing 
gold  is  entitled  to  send  it  to  the  Mint  for  coinage,  for  which  no  charge  is  made, 
the  Government  bearing  the  expenses  of  coining  and  waste  of  metal  incurred 
in  manufacture.  This  privilege,  however,  is  rarely  taken  advantage  of,  as 
the  Mint  authorities  can  give  no  guarantee  as  to  what  length  of  time  may  be 
occupied  in  the  manufacture  of  the  desired  coin.  Although  the  Mint  price 
of  standard  gold  is  £3  :  17  :  10|  per  ounce,  the  bullion  merchants  prefer  to 
dispose  of  their  ingots  to  the  Bank  of  England  at  the  lower  price  of  £3 :  17 : 9 
per  ounce  rather  than  incur  the  risk  of  finding  the  Mint  fully  employed, 
and  having  in  consequence  to  wait  for  their  coin. 

With  regard  to  the  token  coinage  of  silver  and  bronze,  the  Coinage  Act 
of  1870  provides  that  when  demands  for  these  coins  arise  the  Treasury 
shall  advance  to  the  Master  of  the  Mint  such  sums  from  the  Consolidated 
Fund  as  may  be  necessary  to  purchase  the  requisite  bullion  in  the  market 
for  the  purpose  of  manufacturing  an  adequate  supply  of  coins  for  the  public 
use.  The  coins  are  issued  at  their  full  nominal  value,  and  the  amount  thus 
realised  is  paid  into  the  Exchequer  by  the  Master  of  the  Mint.  The  market 
price  of  a  given  weight  of  silver  and  bronze  bullion  is  considerably  below 
the  face-value  of  an  equivalent  weight  of  the  coin.  The  gross  profit  arising 
from  this  difference  was  formerly  known  as  seignorage,  and  received  into 
the  Exchequer  under  that  head.  According  to  official  returns,  the  average 
price  per  standard  ounce  paid  by  the  Mint  for  silver  bullion  during  1902  was 
24^^  pence,  the  nominal  value  of  an  ounce  of  silver  coin  being  5s.  6d.  The 
rate  of  seignorage,  therefore,  was  over  170  per  cent,  and  the  total  profit  on 
silver  coinage  paid  into  the  Exchequer  for  that  year  was  £475,500.  The 
profit  shown  on  the  bronze  coinage  for  the  same  period  is  £118,600. 

Rehahilitation  of  the  Coinage. — It  has  already  been  pointed  out  that  a 
sovereign  is  not  legally  current  when  its  weight  is  reduced  below  122-5 
grains.  The  average  sovereign  becomes  so  reduced  in  about  nineteen  years, 
and  the  half-sovereign  falls  below  its  least  current  weight  in  about  half  that 
time.  Under  the  Coinage  Act  of  1891  all  light  gold  coin  received  by  the 
Bank  of  England  is  sent  to  the  Mint  for  recoinage,  and  the  deficiency  in 
weight  and  fineness  is  made  good  out  of  the  public  funds.  During  the 
years  1892  to  1902,  both  inclusive,  there  was  a  total  withdrawal  of 
£44,500,000  in  sovereigns  and  half-sovereigns,  the  value  of  the  deficiency 
being  about  £650,000. 

Worn  silver  coin  is  similarly  received  by  the  Mint  at  its  nominal  value 
for  recoinage,  the  loss  by  exchange  being  borne  by  the  department.  The 
Bank  of  England,  the  Bank  of  Scotland,  and  the  Bank  of  Ireland,  as  well 
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as  the  various  Colonial  Governments  are  the  agents  through  which  worn 
coin  is  imported  by  the  Mint. 

Execution  of  Coinages  for  British  Colonies. — In  addition  to  satisfying 
the  demands  of  the  Imperial  currency,  the  Eoyal  Mint  undertakes  the 
execution  of  local  coinages  required  by  certain  Colonial  Governments.  These 
coinages  are  chiefly  in  silver  and  bronze,  only  Newfoundland  having  its  own 
gold  coins  in  circulation.  The  Eastern  colonies,  such  as  Hong-Kong,  the 
Straits  Settlements,  Ceylon,  and  Mauritius,  have  silver  coins  of  a  low 
standard  (800  millesimal  fineness).  Fixed  charges  to  cover  the  cost  of 
manufacture  are  made  by  the  Mint  to  the  Governments  of  the  respective 
colonies,  which  also  pay  the  shipping  and  other  charges.  But  all  profits 
accruing  from  the  difference  between  the  cost  of  the  bullion  and  the  nominal 
value  of  the  coin  fall  into  the  exchequer  of  the  particular  colony. 

The  coins  of  the  Indian  Empire  are  issued  from  mints  situated  at 
Calcutta  and  Bombay  and  under  the  control  of  the  Indian  Government. 

Manufacture  of  Coin. — The  principal  operations  included  in  the  manu- 
facture of  gold,  silver,  and  bronze  coin  are  as  follow  : — 

1.  Keceipt  and  assay  of  the  bullion  delivered  for  coinage. 

2.  Melting  the  bullion  and  casting  bars. 

3.  Boiling  the  bars  into  fillets  or  strips. 

4.  Cutting  out  discs  or  blanks  from  the  strips. 

5.  Annealing  and  cleaning  the  blanks  preparatory  to  coining. 

6.  Coining  or  striking  the  blanks  with  dies. 

7.  Weighing  and  examining  the  coins. 

8.  Testing  sample  coins  by  assay. 

9.  Telling  or  counting  the  finished  coins  before  issue  to  the  public. 

In  the  description  about  to  be  given  of  these  various  processes,  reference 
is  mostly  made  to  the  production  of  gold  coin.  Silver  and  bronze  bullion 
are,  however,  dealt  with  in  a  similar  manner,  though  on  a  larger  scale.  The 
differences  in  manufacture,  being  chiefly  of  a  minor  character,  are  not  con- 
templated as  being  within  the  scope  of  this  article,  except  where  specified. 

1.  Receipt  and  Assay  of  the  Bullion. — By  the  provisions  of  the  Coinage 
Act  1870  (33  Vict.  c.  10),  any  person  is  entitled  to  bring  gold  bullion  to 
the  Mint  for  coinage,  and  it  is  therein  specified  that  such  buUion  shaU  be 
assayed  and  coined  and  delivered  to  the  importer  without  any  charge  for 
the  assays,  for  the  cost  of  coinage,  or  for  the  waste  incurred  in  manufacture. 
The  Act  further  provides  that  from  every  twenty  troy  pounds  weight  of 
standard  gold  there  shall  be  produced  934^  sovereigns.  The  value  of  the 
standard  ounce  of  gold  on  this  basis  is  £3 :  17 :  10|,  which  is  l|d.  per 
ounce  above  the  price  paid  for  gold  bullion  by  the  Bank  of  England  under 
the  Bank  Charter  Act  of  1844  (7  &  8  Vict.  c.  32).  Although  bullion 
merchants  can  thus  obtain  an  enhanced  price  at  the  Mint,  the  prevailing 
practice  among  the  brokers  is  to  deal  only  with  the  Bank  of  England,  as 
the  Mint  does  not  assign  any  limits  to  the  period  which  may  be  occupied 
in  the  conversion  of  any  particular  consignment  of  bullion  into  coin.  When 
the  Bank  requires  gold  to  be  coined,  due  intimation  is  given  to  the  Deputy- 
master,  and  a  day  is  allotted  for  the  delivery  of  the  bullion.  It  is  then  sent 
to  the  Mint  under  the  charge  of  a  representative  of  the  Bank,  in  whose 
presence  it  is  weighed,  the  gold  generally  being  in  the  form  of  rectangular 
ingots,  each  weighing  about  400  ounces.  The  importation  is  accompanied  by 
a  statement  of  the  marks  of  identity,  the  weight  and  the  fineness  of  each  ingot. 
After  weighing,  a  sample  is  cut  from  each  ingot  to  be  assayed  by  the  Mint 
assayer,  who  reports  as  to  the  proportion  of  gold  found  in  each  numbered 
sample.     From  these  data — the  weight  and  assay — the  value  of  the  con- 
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signment  in  standard  ounces  is  computed,  the  Master  of  the  Mint  being 
empowered  by  law  to  refuse  the  importation,  should  the  standard  weight 
of  the  bullion  be  found  below  the  standard  weight  of  the  coin  required. 
When  the  Mint  valuation  is  accepted  by  the  Bank  the  actual  work 
of  coinage  is  proceeded  with,  the  Mint  assay  forming  the  basis  for 
calculating  the  amount  of  copper  to  be  added  in  order  to  produce 
an  alloy  consisting  of  eleven-twelfths  pure  gold  and  one-twelfth  copper. 
For  example,  an  ingot  weighing  400  ounces  exactly,  and  reportefd  by  the 
assayer  as  996*8  fine,  would  require  an  addition  of  34-967  ounces  of  copper 
to  produce  metal  of  standard  fineness.  The  Mint  would  in  this  case  become 
responsible  for  434'967  ounces  of  standard  gold,  and  1693*653  sovereigns 
would  represent  the  amount  in  coin  delivered  to  the  Bank  in  exchange 
for  this  particular  ingot. 

2.  Melting  the  Bullion. — The  process  of  melting  the  precious  metals  is 
one  necessitating  extreme  care  in  manipulation,  as  the  alloy  formed  must 
be  composed  of  gold  and  copper  in  the  exact  proportions  prescribed  by 
the  Coinage  Act  1891,  a  deviation  from  the  standard  of  916*6  of  only  two 
parts  per  1000  being  permitted.  Every  precaution  is  therefore  taken  to 
avoid  any  change  of  standard  during  melting  operations,  and  samples 
from  the  bars  cast  are  taken  for  verification  by  assay.  Should  any  excess 
be  found  either  of  gold  or  copper  beyond  the  prescribed  Kmits,  the  bars  are 
remelted,  and  the  discrepancy  in  admixture  rectified. 

For  the  purpose  of  melting,  the  gold  buUion  is  placed  (in  amounts  of 
about  1200  ounces  in  weight)  in  pots  or  crucibles  made  of  a  mixture  of  clay 
and  graphite.  The  pot  is  placed  in  a  coke  furnace,  and  is  there  subjected  to 
sufficient  heat  to  melt  its  contents.  The  molten  metal,  the  surface  of  which 
is  covered  with  a  layer  of  charcoal  to  prevent  oxidation  of  the  copper,  is 
thoroughly  stirred,  and  then  the  pot  is  Hfted  from  the  furnace  in  order  that 
the  metal  may  be  poured  into  iron  moulds  of  suitable  dimensions.  The 
bars  cast  for  sovereigns  are  22  inches  long,  If  inches  wide,  and  \  inch  thick. 
The  bars  are  systematically  marked  with  letters  and  figures,  so  that  those 
produced  from  any  particular  pot  may  be  identified  in  the  event  of  an 
unfavourable  report  being  received  from  the  assayer  as  to  their  fineness. 
Before  the  bars  are  forwarded  from  the  melting-house  for  the  next  operation, 
the  ends  and  ragged  edges  of  the  bars  are  trimmed  and  filed,  and  the 
surfaces  well  brushed  to  remove  any  adherent  particles  of  charcoal. 

In  the  case  of  silver  and  bronze,  larger  pots  containing  four  and  a  half  times 
the  weight  of  gold  buUion  are  employed,  necessitating  the  use  of  an  electric 
crane  to  lift  them  out  of  the  furnaces  and  convey  them  to  a  pouring  frame. 

3.  Rolling  the  Bars  into  Strips  of  required  Thickness. — The  next  process 
is  to  reduce  the  bar  of  gold  to  the  thickness  of  the  coin  of  the  particular 
denomination  required.  The  bar  cast  for  sovereigns  is  half  an  inch  in 
thickness,  while  the  coin  is  -051  of  an  inch.  The  necessary  reduction  is 
effected  by  passing  the  bar  between  a  series  of  pairs  of  heavy  chilled  iron 
rolls,  the  heaviest  pair  being  14  inches  in  diameter.  After  each  passage 
the  distance  between  the  pair  of  rolls  is  decreased,  in  the  initial  stages 
about  tifth  of  an  inch,  and  in  the  later  less  than  y^th  of  an  inch,  the 
thickness  gauges  for  measuring  the  fillets  being  graduated  to  indicate 
thousandths  of  an  inch.  A  bar  for  sovereigns  passes  through  the  various 
mills  upwards  of  thirty  times,  and  on  the  final  occasions  a  comparatively 
light  pressure  of  the  rolls  is  used,  the  intention  at  the  last  being  to  secure 
perfect  uniformity  of  surface  in  the  fillet  or  strip  of  metal  rather  than  to 
reduce  in  thickness.  In  order  to  determine  whether  the  rolls  are  producing 
fillets  of  a  uniform  thickness  from  end  to  end  a  sample  strip  is  taken,  and 
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blanks  or  discs  of  the  size  of  the  coin  required  are  cut  from  various  parts  of 
it  and  their  weights  compared,  A  final  operation,  frequently  resorted  to  for 
removing  any  slight  inequalities  still  remaining  on  the  surface,  and  for 
correcting  the  general  tendency  of  the  fillets  to  be  slightly  thicker  towards 
the  centre  of  their  width,  is  to  draw  each  fillet  between  two  rigid  steel 
cylinders  with  parallel  faces.  Having  passed  through  this  appliance,  known 
as  the  drag  or  drawbench,  the  fillets  are  ready  for  the  next  stage  in  the 
manufacture  of  coin. 

It  may  be  added  that  as  the  operation  of  rolling  is  attended  by  an 
increase  in  the  hardness  of  the  metal,  it  is  necessary  in  some  instances  to 
anneal  the  fillets  once  or  more  during  the  rolling.  This  is  done  in  the 
case  of  half-sovereigns,  but  not  usually  in  that  of  sovereigns,  the  fillets  being 
enclosed  in  copper  tubes  and  placed  in  reverberatory  furnaces,  where  flames 
play  over  the  tubes  until  they  are  sufiiciently  heated. 

4.  Gutting  out  Blanks  or  Discs  from  the  Fillets. — The  blanks  which  are 
to  be  converted  into  coins  are  now  to  be  cut  from  the  prepared  and  adjusted 
fillet.  With  this  object,  the  fillets  are  passed  singly  through  a  punching 
machine,  which  stamps  out  the  discs  automatically,  two  at  a  blow.  The 
scrap  metal  remaining,  called  "  scissel,"  amounting  to  from  35  to  40  per  cent 
of  the  total  metal  operated  on,  is  returned  to  the  melting-house  for  re- 
melting  into  bars.  Before,  however,  the  fillets  are  sent  to  one  of  the  cutting- 
out  machines  they  are  tested  by  a  skilful  workman  called  a  "  trier,"  who 
cuts  a  blank  by  hand  from  each  fillet.  This  trial  piece  is  weighed  in  a 
delicate  balance  against  the  standard  weight  of  the  coin,  and  the  experience 
of  the  workman  enables  him  to  judge  the  average  thickness  of  the  fillet 
from  the  amount  of  variation  indicated  by  the  balance.  He  assigns  it 
accordingly  to  the  particular  grade  to  which  it  belongs,  the  grades  being 
based  on  the  degrees  of  variation  shown  from  the  standard  weight.  For 
each  grade,  suitable  punches  are  provided,  compensation  being  obtained  for 
the  thicker  fillets  by  slightly  decreasing  the  diameter  of  the  punch,  and,  con- 
versely, by  slightly  increasing  the  diameter  in  the  case  of  the  thinner  fillets. 
The  minute  differences  thus  created  in  the  diameter  of  the  blanks  cut  out 
disappear  in  an  immediately  subsequent  operation  known  as  marking  or  edge- 
rolling.  The  blanks  are  made  to  pass  in  rapid  succession,  at  the  rate  of  some 
six  hundred  pieces  per  minute,  edge- wise  between  two  grooves,  one  in'  the 
periphery  of  a  revolving  disc,  and  the  other  in  a  fixed  steel  block.  The 
distance  between  the  disc  and  the  block  being  slightly  less  than  the  diameter 
of  the  blank,  before  being  submitted  to  this  operation,  the  blank  suffers  a 
slight  compression  before  emerging  from  the  machine.  The  effect  of  the 
compression  is  to  smooth  and  to  thicken  the  edge,  and  thus  to  raise  a  rim 
around  the  blank  which  will  subsequently  serve  as  a  protection  to  the 
surface  of  the  coins.  By  this  means  the  blanks  are  also  brought  to  a 
uniform  diameter. 

5.  Annealing  and  cleaning  the  Blanks. — Before  the  blanks  are  sent  to 
the  coining-presses  they  are  softened  in  order  that  they  may  be  more 
susceptible  to  the  impression  conveyed  by  the  dies.  For  this  purpose  the 
gold  and  bronze  blanks  are  placed  in  steel  pans  beneath  a  layer  of  damp 
charcoal.  The  pans  are  transferred  to  an  oven  furnace,  where  they  are 
heated  to  a  cherry  redness  by  means  of  gas,  and  then  cooled  by  plunging 
in  water-tanks.  The  surfaces  of  the  blanks  having  been  protected  by  the 
charcoal  from  oxidation  in  the  furnace,  a  simple  washing  in  water  is 
sufficient  to  remove  any  adherent  particles  of  charcoal,  and  after  being  dried 
in  a  revolving  drum  containing  hot  beechwood  sawdust,  the  blanks  are 
ready  for  the  press. 
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A  different  process  is  employed  in  the  annealing  of  silver  blanks.  In 
this  instance  the  blanks  are  already  oxidised  in  previous  processes,  and  are 
therefore  passed  into  the  furnace  without  any  protection,  as  in  the  case  of 
gold  and  bronze.  The  furnace,  too,  is  different  in  kind,  though  gas  is  the 
fuel  used.  The  body  of  the  furnace  is  cylindrical  in  form,  and  rotates  on  a 
horizontal  axis.  At  one  end  is  a  mouth  for  feeding  the  machine,  capable 
of  receiving  a  bag  of  blanks  weighing  720  troy  ounces.  From  this 
receptacle  the  blanks  are  gradually  conveyed  by  automatic  means  into 
a  spiral  channel  which  passes  through  the  heated  interior  of  the  furnace, 
and  along  which  the  blanks  are  compelled  to  traverse  by  the  motion  of  the 
machine.  During  their  progress  they  become  sufficiently  heated,  and  when 
they  fall  from  the  outlet  of  the  machine  the  anneahng  process  is  complete. 
To  remove  the  discoloration  caused  by  oxidation,  the  blanks  are  plunged  into 
a  hot  bath  of  dilute  sulphuric  acid.  This  operation  is  known  as  "pickling" 
or  "  blanching,"  the  thin  film  of  oxide  of  copper  being  removed  and  a  dull 
white  surface  the  result.  The  blanks  are  then  washed  in  water  and  dried 
as  before. 

6.  Coining  or  striking  the  Blanks  with  Dies.  —  In  the  coining-press 
room  the  blank  discs  of  metal  are  converted  into  coins  by  being  subjected 
to  great  mechanical  pressure  between  dies,  by  which  means  the  legally 
prescribed  designs  are  imparted  to  the  obverse  and  reverse  of  the  coins,  as 
well  as,  in  some  instances,  the  miUing  or  lettering  to  the  edges.  The 
coining-presses  in  use  are  of  the  lever  type,  and  known  as  an  improved 
Uhlhorn  pattern.  The  force  necessary  to  produce  the  requisite  impression 
on  the  metal  discs  is  generated  in  a  large  fly-wheel,  and  transmitted  to  the 
dies  by  means  of  levers.  The  blanks  are  one  by  one  automatically  placed 
upon  the  lower  die,  which  is  rigidly  fixed  in  the  bed  of  the  machine.  As 
the  blank  rests  upon  the  face  of  the  die,  a  steel  collar,  milled,  plain,  or 
lettered  as  the  case  may  be,  rises,  and,  surrounding  the  blank,  maintains  it 
in  this  position.  At  the  same  moment  the  upper  die  descends,  and  by  its 
impact  conveys  to  the  soft  metal  the  designs  on  the  obverse  and  reverse 
which  constitute  it  a  coin,  the  milling  or  lettering  for  the  edge  being 
received  from  the  coUar.  The  upper  die  now  rises,  the  collar  descends,  and 
another  blank,  being  brought  forward  mechanically,  and  the  struck  piece 
pushed  off  into  a  shoot,  takes  its  place  on  the  lower  die,  awaiting  the  repeti- 
tion of  the  process.  Crowns  which  bear  on  the  edge  an  inscription  in  raised 
letters,  Decus  et  Tutamen,  with  the  year  of  the  reign,  are  struck  in  special 
collars  made  in  three  segments,  which,  after  the  blow,  open  automatically 
to  release  the  coins. 

The  average  rate  of  coining  is  about  110  coins  per  minute  for  each  press, 
and  as  there  are  eighteen  coining-presses  in  the  Mint,  the  annual  out-turn 
is  expressed  in  large  figures.  The  number  of  pieces  struck  in  the  year  1902 
to  meet  Home  and  Colonial  requirements  was  124,912,849.  Even  this 
large  total  was  considerably  exceeded  in  1899,  when  the  number  struck  was 
149,600,000  pieces. 

The  dies  for  striking  the  coins  are  manufactured  in  another  department 
of  the  Mint,  to  which  reference  will  be  made  presently.  Though  the  dies 
are  made  of  specially  hard  steel,  the  great  force  to  which  they  are  subjected 
in  the  press  at  each  blow  renders  them  liable  to  sudden  fracture,  and 
involves  a  large  consumption  of  dies.  The  number  of  dies  used  in  1902 
was  3394,  so  that  the  average  number  of  pieces  struck  per  pair  of  dies  was 
73,608. 

7.  Weighing  and  examining  the  Pieces. — In  the  schedules  of  the  Coinage 
Acts  1870  and  1891  the  weight  of  each  of  the  coins  for  Imperial  currency 
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is  specified,  and  also  the  amount  of  variation  from  the  exact  weight,  or 
"  remedy  allowance,"  which  is  permissible.     The  weights  are  as  follows : — 


Denomination  of  Coin. 

standard  Weight, 

ivemeay  Aiiowanci 
per  Piece. 

Gold  :— 

Imperial  Grains. 

Imperial  Grains. 

Five-pound 

616-37239 

1-00 

Two-pound 

246-54895 

0-40 

Sovereign 

123-27447 

0-20 

Half-sovereign 

61-63723 

0-15 

Silver : — 

Crown 

436-36363 

2-000 

Double-florin 

349-09090 

1-678 

Half-crown 

218-18181 

1-264 

Florin 

174-54545 

0-997 

Shilling 

87-27272 

0-578 

Sixpence 

43-63636 

0-346 

Groat  or  Fourpence 

29-09090 

0-262 

Threepence 

21-81818 

0-212 

Twopence 

14-54545 

0-144 

Penny 

7-27272 

0-087 

Bronze : — 

Penny 

145-83333 

2-91666 

Halfpenny 

87-50000 

1-75000 

Farthing 

43-75000 

0-87500 

After  being  struck  in  the  coining-press,  the  pieces  are  tested  with  a  view  to 
ascertain  whether  their  weight  falls  within  the  limits  prescribed  in  the 
schedule.  Thus  the  standard  weight  of  a  sovereign  is  therein  specified  as 
123-27447  grains,  and  the  remedy  allowance  as  -2  grain.  It  is  necessary, 
therefore,  to  determine  whether  the  weight  of  a  given  coin  of  that  denomi- 
nation is  more  than  123-47447  grains,  or  less  than  123-07447  grains. 
This  test  is  made  by  automaton  weighing  machines,  freely  sensitive  to  the 
hundredth  part  of  a  grain.  The  machines,  which  are  fifty  in  number,  are 
necessarily  of  delicate  construction,  and  the  working  parts  are  enclosed  in 
glass  frames  in  order  to  protect  them  from  dust  and  draughts,  which  would 
interfere  with  their  accuracy.  For  the  same  reason  they  stand  upon  a  solid 
concrete  foundation  fourteen  feet  thick,  thus  obviating  any  possibility  of 
vibration.  The  pieces  to  be  weighed  are  fed  singly  upon  a  small  platform 
on  the  upper  side  of  the  machine.  While  resting  there  for  about  three 
seconds  the  operation  of  weighing  takes  place,  and  the  weight  of  the  coin 
determines  the  position  of  a  shoot,  one  end  of  which  is  close  to  the  platform 
where  the  coin  is  resting,  and  the  other  end  of  which  can  be  placed  in 
alignment  with  any  one  of  three  orifices  in  the  bottom  plate  of  the  machine. 
The  shoot  takes  up  its  position  over  one  of  these  orifices  according  as  the  coin 
is  (1)  lighter  than,  (2)  in  accordance  with,  or  (3)  heavier  than  the  standard 
weight  and  remedy  allowed  by  law.  The  succeeding  coin  then  pushes  off  the 
weighed  piece,  which  falls  into  the  shoot,  and  is  conducted  through  the 
orifice  over  which  the  shoot  stands,  into  the  receptacle  corresponding  to  its 
weight — light,  good,  or  heavy,  as  the  case  may  be.  The  light  and  heavy 
pieces  are  sent  to  the  melting-house  for  remelting.  Owing  to  the  com- 
parative smallness  of  the  remedy,  or  the  variation  allowed  from  standard 
weight,  in  the  case  of  gold  coins,  the  percentage  of  rejected  pieces  is  con- 
siderably higher  than  that  of  coins  of  other  metals.  In  1902  the  rate  of 
rejection  for  Imperial  gold  and  silver  coins  respectively  was  11-88  and  1*44 
per  cent.     The  chief  reason  for  the  stringency  in  the  allowance  for  gold  coin 
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is  that  these  being  the  standard  coin  of  the  realm  no  appreciable  divergence 
from  the  exact  legal  weight  could  be  permitted  without  unsettling  the  basis 
of  the  whole  monetary  system  of  the  country.  Another  reason  is  the  very 
much  greater  value  of  gold  when  compared  with  silver.  An  ounce  of  silver 
coin  is  valued  at  5s.  6d.,  while  an  equal  weight  of  gold  coin  is  worth 
£3 :  17 :  10^.  Hence  the  value  of  standard  gold  is  more  than  fourteen 
times  that  of  silver,  and  the  interests  of  pubUc  economy  demand  that  any 
vaxiation  from  the  standard  weight  of  gold  coin  shall  be  confined  within  the 
narrowest  possible  limits. 

In  the  same  room  where  the  weighing  operations  are  conducted,  the 
coins  are  examined  with  a  view  to  eliminate  any  dirty,  discoloured,  or  mis- 
struck  pieces.  The  coins  are  made  to  pass  along  two  endless  bands,  which 
revolve  over  rollers  in  such  a  manner  that  both  the  obverses  and  reverses  of 
the  coins  are  successively  submitted  to  the  inspection  of  workmen,  who  pick 
out  the  faulty  pieces.  The  coins  are  also  sounded  on  an  iron  anvil,  and 
the  skilled  ear  of  the  operator  is  able  immediately  to  detect  by  its  want  of 
"  ring  "  any  piece  which  contains  a  flaw  or  crack  in  the  metal. 

8.  Testing  Sample  Coins  ly  Assay. — The  good  coins  having  suc- 
cessfully passed  these  tests  are  next  delivered  by  the  coining  department 
to  the  Mint  Office  preparatory  to  their  issue  to  the  public.  From  each 
delivery  a  certain  number  of  coins  proportionate  to  the  amount  of  the 
delivery  are  assayed  by  the  Mint  assayer.  On  his  report  that  the  coins  are 
within  the  limits  of  fineness  specified  by  the  Coinage  Act,  the  delivery  of 
coin  is  passed  for  issue. 

Sample  coins  are  also  taken  from  each  delivery,  enclosed  in  a  sealed 
packet,  and  kept  in  a  box  or  pyx  under  strict  custody  until  the  "  Trial  of 
the  Pyx,"  which  takes  place  annually  at  the  Goldsmiths'  Hall,  when  a  jury 
of  London  goldsmiths  tests  the  coins  as  to  weight  and  fineness. 

9.  Telling  or  counting  the  Coin  hefore  Issue. — Gold  coins  are  delivered  to 
the  Mint  Office  in  bags  containing  a  specified  number,  but  silver  and  bronze 
are  only  weighed.  These  therefore  are  counted,  or  "  told,"  into  bags  contain- 
ing specified  amounts.  The  value  of  a  bag  of  gold  is  £1000,  of  silver  £100, 
and  of  bronze  £5.  Some  of  this  work  is  performed  by  hand,  but  the  greater 
part  passes  through  the  counting  machines.  In  1902,  out  of  600  tons  of  coin, 
consisting  of  more  than  110  million  pieces,  upwards  of  102  millions  were 
"  told  "  by  means  of  the  machines.  The  machines  can  be  adjusted  to  count 
coins  of  any  denomination,  and  as  soon  as  a  definite  number  has  been 
passed  into  a  bag,  the  motion  of  the  mechanism  ceases  automatically  until 
the  bag  of  counted  pieces  is  removed. 

Gold  coin  is  issued  to  the  Bank  of  England  only,  silver  mainly  to  the 
Banks  of  England,  Scotland,  and  Ireland,  and  bronze  to  large  merchants 
and  manufacturers  as  well  as  to  banks.  Large  shipments  of  silver  and 
bronze  are  also  made  to  Australia  and  colonies  which  have  no  local  cur- 
rency. The  nominal  value  of  the  Imperial  coin  issued  during  the  five 
years,  1898-1902,  to  the  United  Kingdom  and  to  the  Colonies  respectively 
are  shown  in  the  following  table : — 


Description. 

To  the  United 
Kingdom. 

To  Colonies. 

Total  issued. 

Imperial  gold  coin 
,,        silver  coin 
„        bronze  coin    . 

Totals     . 

£37,402,250 

2,996,220 

604,169 

£3,796,720 
56,525 

£37,402,250 

6,792,940 

660,694 

£41,002,639 

£3,853,245 

£44,855,884 
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These  figures,  which  represent  a  total  of  nearly  400  million  pieces,  do  not 
include  the  coinages  executed  with  special  designs  for  circulation  in  some 
of  the  colonies.  The  nominal  value  of  the  whole  of  such  coinages  during 
the  same  period,  1898-1902,  was  £3,970,285,  an  amount  representing 
218,650,000  pieces.  Thus  during  the  five  years  named  the  Eoyal  Mint  in 
London  struck  upwards  of  600,000,000  coins  of  an  aggregate  nominal  value 
of  not  quite  50,000,000  pounds  sterling. 

It  may  be  added  that  there  are  three  branches  of  the  London  Mint 
established  in  Australia,  viz.  at  Sydney,  at  Melbourne,  and  at  Perth, 
These  mints  are  situated  in  or  near  gold-mining  districts.  They  issue  gold 
coins  only,  and  undertake  the  refining  of  raw  gold  and  its  conversion  into 
coin  at  specified  charges.  The  dies  are  supplied  by  the  mint  on  Tower 
Hill,  and  are  identical  in  design  with  those  used  at  home,  being  distinguished 
only  by  a  small  initial  letter  S,  M,  and  P  respectively.  The  out-turn  for  the 
same  period  as  selected  above,  1898-1902,  was — Sydney,  £15,505,000  ;  Mel- 
bourne, £23,754,128 ;  Perth  (opened  in  1899),  £9,815,224,  making  a  total 
of  £49,074,352,  closely  corresponding  as  far  as  value  only  is  concerned  with 
the  issues  of  the  home  department  for  the  same  period.  The  greater  pro- 
portion of  this  amount  was  issued  for  circulation  in  Australia  and  for 
export  to  other  countries,  no  more  than  £4,466,100  having  been  received 
by  the  Bank  of  England  in  Australian  gold  coin  during  these  five  years. 

The  Manufacture  of  Dies  for  Coinage. — A  special  department  is  occupied 
with  the  preparation  of  the  steel  dies  used  in  the  coining-presses.  Starting 
ah  initio,  the  engraver  of  the  Mint  first  makes  a  plaster  cast  or  model  of 
the  approved  design  for  the  coin,  from  which  an  iron  casting  or  electrotype 
reproduction  is  obtained.  This  model  measures  some  ten  or  twelve  inches  in 
diameter.  By  means  of  a  machine  of  intricate  construction,  a  reduced  copy  is 
made  from  the  model  upon  one  end  of  a  cylinder  of  soft  steel  corresponding 
in  diameter  with  the  coin  for  which  it  is  intended.  This  steel  reduction 
punch,  as  it  is  termed,  bearing  the  design  in  relief,  is  hardened,  and  used  in 
a  powerful  press  to  strike  a  similar  block  of  steel,  on  the  face  of  which  after 
repeated  blows  a  corresponding  impression  is  produced,  but  in  intaglio. 
This  impressed  block,  called  a  matrix,  is  carefully  worked  upon  by  the 
engraver,  who  gives  the  finishing  touches  to  the  more  delicate  details  of  the 
designs.  From  the  matrix,  as  soon  as  hardened,  a  working  punch  is  struck 
up  in  the  press,  in  which  case  the  engraving  is  again  seen  in  relief.  The 
final  operation  is  to  produce  the  coining  dies  in  the  same  manner  from  this 
punch.  These  steel  dies  are  then  turned  in  a  lathe  to  the  exact  shape 
required  to  fit  the  coining -press,  and  when  they  have  been  hardened 
and  tempered  are  ready  for  use.  The  intermediate  stages  between  the 
matrix  and  the  coins  are  introduced  in  order  to  preserve  the  former,  which 
is  the  direct  work  of  the  engraver,  from  undue  wear  and  from  risk  of 
fracture.  The  steel  used  in  die  manufacture  is  specially  selected.  The  die 
blank  has  to  be  annealed  between  each  blow  in  the  course  of  receiving  its 
own  impression.  It  is  then  made  hard  to  convey  its  impression  to  as  many 
coins  as  possible,  but  only  the  best  steel  is  found  to  resist  an  early  fracture 
in  the  coining-press. 

Medal  Striking  and  Miscellaneous  Work. — In  addition  to  the  work  of 
coining,  large  numbers  of  medals  in  gold,  silver  and  bronze  are  struck  in 
the  Eoyal  Mint.  The  method  of  manufacture  is  similar  to  that  of  coining 
in  most  respects.  The  principal  differences  rest  on  the  fact  that  while  a 
coin  receives  its  impression  in  one  blow  from  the  dies,  a  medal  requires  three 
or  more,  with  intermediate  operations  of  annealing  and  scrubbing.  The 
necessary  matrices,  punches,  and  dies  are  prepared  in  the  department,  and 
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also  the  bars  and  clasps  which  constitute  the  attachments  to  military, 
naval,  and  other  medals.  The  total  number  of  medals  issued  in  1902  was 
270,099. 

The  Deputy  Master  of  the  Mint  being  ex  officio  His  Majesty's  Engraver 
of  Seals,  the  preparation  of  the  official  seals  for  the  United  Kingdom  and 
the  Colonies  is  undertaken  by  the  department.  There  are  various  other 
minor  duties,  including  the  verification  of  the  standard  of  gold  and  silver 
plate,  haU-marked  by  certain  provincial  assay  offices,  and  the  supervision  of 
coinages  executed  in  England  by  private  contract  for  foreign  countries. 

Method  of  Accounting. — In  recording  the  various  transactions  incidental 
to  the  manufacture  of  bullion  into  coin,  the  Mint  accounts  combine  the 
chief  features  of  those  of  a  bullion  merchant  and  those  of  a  banker. 
Entries  are  made  of  both  weight  and  tale.  Bullion  is  imported  in  bulk, 
and  eventually  exported  as  coin  at  a  face- value,  which  in  the  case  of  silver 
and  bronze  is  at  a  considerably  enhanced  rate  above  the  market  price  paid 
for  the  bullion.  Eecords  are  therefore  kept  of  both  weight  and  tale,  in 
order  that  comparisons  may  readily  be  made  between  the  weight  of  bullion 
received  and  of  coin  issued,  as  well  as  of  the  value  or  cost  of  the  bullion  im- 
ported and  of  the  nominal  value  of  the  coin  produced. 

As  already  stated,  gold  is  received  from  the  Bank  of  England  in  ingots 
of  some  400  ounces  in  gross  weight,  the  ingots  being  of  varying  degrees  of 
fineness,  ranging  from  999  to  900  parts  per  thousand  fine  gold.  The  entry  in 
the  books  is  the  equivalent  value  in  standard  ounces,  that  is,  at  916*6  parts 
per  thousand  fine.  This  value  is  computed  from  the  results  of  assays  made 
by  the  Mint  assayer.  Thus  a  consignment  of  100  fine  gold  ingots,  weighing 
on  the  scale  40,000  ounces,  might,  on  computation,  be  entered  in  the  books 
as  43,000  standard  ounces,  the  difference  of  3000  ounces  having  to  be  made 
up  with  alloy,  which  is  supplied  by  the  Mint  without  charge  to  the  Bank. 
The  coinage  value  of  this  consignment  at  £3  :  17  :  10  J  per  ounce  is 
£167,431 :5s. ;  and  this  exact  amount  in  weight  would  subsequently  be 
returned  to  the  Bank  of  England  in  new  gold  coin,  all  waste  in  manufacture 
being  met  out  of  Government  funds. 

The  Mint  Office,  which  receives  bullion  and  issues  coin  to  the  public, 
delivers  the  bullion  to  the  operative  department,  from  whence  it  is 
returned  to  the  Mint  Office  after  conversion  into  the  coin  required.  The 
various  operations  of  melting  and  coining  are  subject  to  separate  super- 
vision. The  metal  to  be  operated  on  is  weighed  to  the  workmen  in  the 
morning  and  received  back  at  the  close  of  work,  strictly  accounted  for  over 
the  scale.  Where  gold  blanks  or  coined  pieces  form  the  work  in  hand,  the 
supervising  officer  exercises  a  double  check  by  counting  as  well  as  weighing. 
In  transferring  metal  from  room  to  room,  each  parcel  is  weighed  and  check- 
weighed.  A  careful  and  exact  record  to  the  hundredth  part  of  a  troy 
ounce  is  kept  of  the  work  performed,  and  of  all  variations  of  weight  due  to 
loss  in  melting  or  abrasion  of  metal,  as  well  as  those  due  to  apparent  gains 
caused  by  accretion  of  foreign  matter  in  the  manufacturing  processes. 

In  the  course  of  the  various  coinage  operations  the  movements  of  the 
metal  become  very  involved,  and  call  for  a  special  form  of  account.  For 
instance,  the  blank-cutting  room  receives  fillets  from  the  rolling-room  from 
which  to  cut  blanks,  which  are  delivered  to  the  annealing-room,  while  the 
scrap  metal,  known  as  "  scissel,"  is  forwarded  to  the  melting-house  to  be 
recast  into  bars.  This  is  a  comparatively  simple  series  of  transactions  to 
record,  and  is  typical  of  what  occurs  in  each  room.  But  when  imperial 
and  colonial  silver  coinages  are  in  progress  simultaneously,  it  is  frequently 
necessary,  for  the  purpose  of  expedition,  to  make  use  of  imperial  silver  for 
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the  colonial  coinage,  which  silver  is,  of  course,  subsequently  replaced  by  the 
colonial  bullion.  Advance  or  loan  accounts,  entirely  inter-departmental, 
are  opened  to  record  such  transfers.  A  further  element  of  complication  is, 
however,  introduced  into  such  transactions  by  the  fact  that  while  the 
imperial  silver  standard  is  925  millesimal  fineness,  most  of  the  colonial 
coinages  are  of  800  standard ;  and,  in  consequence,  a  given  weight  of  im- 
perial silver  is  of  greater  value  than  an  equivalent  weight  of  colonial  silver, 
since  the  former  contains  a  greater  proportion  of  fine  silver,  the  value  of 
alloy  being  always  neglected.  It  follows  that  100,000  ounces  of  imperial 
silver  is  equivalent  to  115,625  ounces  of  colonial  silver  (800  standard),  both 
containing  92,500  ounces  of  pure  silver.  Such  an  amount  of  colonial 
bullion  weighing  115,625  ounces,  when  transferred  to  another  account, 
becomes  of  the  value  of  100,000  ounces.  To  meet  this  peculiarity,  the 
reciprocal  entries  of  such  a  transaction  are  made  to  correspond  with  the 
value  the  silver  holds  in  the  respective  advance  accounts.  In  the  loan 
supposed,  100,000  ounces  would  appear  as  the  entry  in  the  imperial  advance 
account,  and  115,625  ounces  in  the  colonial  advance  account,  the  equi- 
valent amount  being  set  in  the  margin  for  the  purpose  of  identifying  the  item. 
By  this  method  it  is  possible  to  track  the  progress  of  the  bullion  through 
the  various  stages  of  manufacture,  and  assign  the  various  gains  and  losses 
to  the  particular  sub-account  to  which  they  belong.  Once  a  year  a  stock- 
taking of  the  bullion  and  coin  is  held,  and  a  comparison  made  with  the 
balances  shown  by  the  books  of  the  department.  W.  J.  Hocking. 

Mint  Par.     See  Foreign  Exchanges,  vol.  iii.  p.  98. 

lYIisrepresen'ta.'tiOIl. — A  misrepresentation  is  made  when  some- 
thing is  stated  as  a  fact  which  is  not  in  reality  a  fact.  There  may  be 
an  innocent  as  well  as  a  wilful  mis-statement  of  a  fact.  The  one  may 
invalidate  any  contract  founded  upon  it,  but  does  not  give  a  right  of 
action  for  damages.  The  other  not  only  vitiates  the  contract,  but  gives 
the  right  to  sue  for  any  loss  and  damage  that  may  have  been  sustained. 
A  man  may  make  a  statement,  honestly  believing  it  to  be  true,  and  yet  it 
may  turn  out  to  have  been  not  according  to  fact.  It  would  be  unfair  to 
hold  him  liable  in  damages  for  an  innocent  mistake  of  this  kind,  but,  on 
the  other  hand,  it  would  be  equally  unfair  to  keep  the  other  party  bound, 
and  thus  he  has  the  right  to  have  the  contract  rescinded. 

If  a  statement  is  made  by  one  party  to  another  in  the  knowledge  that 
it  is  false,  and  with  the  intention  of  inducing  the  other  to  act  on  it,  and  he 
does  act,  it  is  treated  in  law  as  a  fraudulent  statement,  and  the  party 
acting  on  it  can  recover  aU  loss  or  damage  sustained  by  him  in  a 
proceeding  called  an  action  of  deceit.  A  misrepresentation  is  held  to  be 
fraudulent  when  it  is  proved  that  it  was  made  knowingly,  or  without 
belief  in  its  truth,  or  recklessly,  careless  whether  it  be  true  or  false. 
This  does  not  mean  merely  not  taking  care — it  means  indifference  to  the 
truth,  a  wilful  disregard  to  the  importance  of  truth.  To  prevent  a 
statement,  which  turns  out  to  be  false,  from  being  treated  as  fraudulent  in 
law,  the  party  making  it  must  have  had  an  honest  belief  in  its  truth  at 
the  time  he  made  it.  If  a  person  making  such  a  statement  shuts  his  eyes 
to  the  facts,  or  purposely  abstains  from  inquiring  into  them,  it  is  clear 
that  honest  belief  is  absent,  and  he  will  be  held  in  law  just  as  fraudulent 
as  if  he  had  knowingly  stated  that  which  was  false.  But  if  he  merely 
forms  his  belief  carelessly,  or  is  unreasonably  credulous,  he  may  be  blame- 
worthy when  he  makes  a  representation  on  which  another  is  to  act,  but  he 
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is  not  held  to  have  £icted  fraudulently;  and  the  same  may  be  said  of  a 
false  representation  honestly  believed,  though  on  insufficient  grounds. 
These  principles  were  established  by  the  House  of  Lords  in  the  leading  case 
of  D&rry  v.  Peek  (1889),  14  Appeal  Cases,  337. 

The  kind  of  proof  required  depends  upon  the  particular  remedy 
that  is  asked  from  the  Court.  If  rescission  of  a  contract  is  sought  it  is 
only  necessary  to  prove  that  there  was  misrepresentation.  However  honestly 
a  misrepresentation  may  have  been  made,  and  however  free  from  blame  may 
be  the  person  who  made  it,  the  contract  cannot  stand.  On  the  other 
hand,  if  damages  are  asked  for  in  an  action  of  deceit,  it  is  not  enough  to 
establish  misrepresentation  alone.  There  must  be  proof  of  fraud,  and 
nothing  short  of  that  will  suffice.  If  fraud  be  proved,  the  motive  of  the 
person  guilty  of  it  is  immaterial.  When  it  has  been  shown  that  a  false 
statement  has  been  made  the  Court  will  inquire  whether  the  person 
making  it  had  reasonable  grounds  for  believing  it,  and  what  were  his 
means  of  knowledge  at  the  time.  Where  an  alleged,  belief  is  shown  to 
have  been  destitute  of  all  reasonable  foundation,  the  Court  would  hold 
that  it  had  not  been  really  entertained,  and  that  the  representation  was  a 
fraudulent  one.  The  ground  upon  which  an  alleged  belief  is  founded  is  a 
most  important  test  of  its  reality.  If  the  grounds  be  shown  to  have  been 
such  as  no  reasonable  man  could  have  entertained,  the  Court  may  hold  that 
they  were  not  in  point  of  fact  held.  But  mere  carelessness,  however  gross, 
is  not  in  itself  held  to  be  fraudulent.  It  may,  however,  be  held  to  afford 
evidence  of  fraud.  The  state  of  a  man's  mind  when  he  made  a  mis- 
representation is  a  question  of  evidence.  If  it  can  be  shown  that  he 
honestly  believed  what  he  stated  at  the  time  he  is  not  liable  to  an  action 
of  damages  {Berry  v.  Peek,  14  Appeal  Cases,  337).  If  a  person  make  a 
statement  which  he  knows  may  bear  two  meanings,  one  of  which  was 
false  to  his  knowledge,  and  the  other  person  puts  the  latter  meaning  on  it 
and  is  misled,  the  person  making  the  statement  cannot  escape  liability 
by  saying  that  he  intended  the  other  meaning  {Smith  v.  Ghadwick,  9 
Appeal  Cases,  187  and  201).  If  a  statement  is  substantially  true  no 
claim  can  be  made  for  damages  or  rescission.  But  if  any  part  of  the 
statement  is  false,  and  a  person  is  induced  to  act  in  respect  of  that  part  of 
it,  he  will  have  a  right  of  action.  A  man  may  passively  mislead  another 
by  any  material  concealment  of  the  truth,  and  he  is  equally  liable  as  if  he 
had  asserted  what  was  false  in  the  event  of  the  other  acting  upon  the 
assumption  that  the  whole  truth  had  been  told.  A  suppression  of  the 
truth  may  amount  to  a  suggestion  of  falsehood.  Mere  silence,  however,  as 
to  any  facts  that  are  not  directly  essential  to  the  transaction  is  quite 
allowable.  If  there  is  no  legal  or  equitable  duty  of  disclosure,  any  fact 
exclusively  within  the  knowledge  of  one  person  to  a  transaction  may  be 
withheld  from  the  other.  If  the  parties  have  equal  means  of  ascertaining 
the  facts  and  trust  to  their  judgment,  each  may  conceal  any  fact  not 
expressly  asked  for.  Silence  is  innocent  and  safe  where  there  is  no  duty 
to  speak  (Chadwick  v.  Manning,  1896,  A.C.  p.  231).  To  warrant  the  action 
of  deceit  there  must  be  some  active  mis-statement  of  fact,  or  such  a  partial 
statement  as  that  the  withholding  of  that  which  is  not  stated  makes  that 
which  is  stated  absolutely  false  (Peek  v.  Ourney,  L.R.,  6  H.L.  403). 

A  misrepresentation  is  not  regarded  as  fraudulent  if  it  be  as  to  a  matter 
of  opinion — such  as  the  prospects  of  a  company  or  the  value  of  a  subject 
sold.  The  mere  expression  of  an  opinion  which  turns  out  to  be  unfounded 
will  not  annul  a  contract.  Exaggeration  is  natural  in  the  circumstances, 
and  the  other  party  to  the  transaction  ought  not  to  accept  such  statements 
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as  matter  of  fact,  but  ought  to  satisfy  himself  as  to  the  real  condition  of 
things.  But  if  it  can  be  shown  that  the  opinion  given  was  not  in  point  of  fact 
held  at  the  time,  an  action  would  lie  in  respect  of  the  misrepresentation. 
All  persons  are  presumed  to  know  the  law,  and,  accordingly,  a  misrepre- 
sentation as  to  a  matter  of  law  does  not  in  general  give  any  right  of  action 
seeing  that  the  party  to  whom  it  was  given  ought  not,  on  the  above 
assumption,  to  have  been  deceived. 

An  agent  acting  within  his  employment,  who  induces  another  to  act 
on  a  misrepresentation,  will  render  his  employer  liable  to  the  same  effect 
as  he  would  have  been  had  he  made  the  misrepresentation  himself.  The 
general  rule  is,  that  the  employer  is  answerable  for  the  misrepresentations 
of  his  agent  made  in  the  course  of  the  service  and  for  the  employer's 
benetifc,  though  no  express  order  or  knowledge  by  the  master  be  proved. 
If  the  agent  make  a  misrepresentation  in  any  matter  beyond  the  scope  of 
his  employment  the  principal  will  not  be  liable  unless  he  has  subsequently 
adopted  the  misrepresentation.  The  agent  as  well  as  the  principal  is 
liable  for  the  consequences  of  any  fraudulent  misrepresentation  made 
within  the  scope  of  his  employment.  All  persons  concerned  in  the 
commission  of  a  fraud  are  treated  in  law  as  principals.  If  a  party  who 
has  innocently  made  an  untrue  statement  discovers  his  mistake,  and  still 
allows  the  other  party  to  act  upon  the  erroneous  statement,  the  Court  will 
hold  the  statement  to  be  a  fraudulent  misrepresentation  from  the  time  of 
discovery,  although  it  was  not  so  originally. 

Every  partner  is  an  agent  of  his  firm  and  of  his  or  her  partners  for  the 
purposes  of  the  business  of  the  partnership,  and  any  misrepresentation  made 
by  him  in  the  usual  way  of  business  of  the  kind  carried  on  by  the  firm 
binds  the  firm  and  the  partners,  unless  the  person  with  whom  he  is 
dealing  either  knows  that  he  has  no  authority  or  does  not  know  that  he  is 
a  partner.     (See  the  Partnership  Act  1890,  sec.  5.) 

The  Directors'  Liability  Act  1890  is  of  importance  to  accountants,  as 
they  are  included  under  the  term  "  expert,"  and  directors  are  freed  from 
liability  if  any  misrepresentation  has  been  made  by  a  competent  expert, 
or  is  fairly  taken  from  his  report  or  valuation.  Directors,  promoters,  and 
every  person  who  has  authorised  the  issue  of  the  Prospectus  of  a  company, 
are  liable  under  the  Act  to  make  good  the  actual  loss  sustained  by  any 
shareholder  who  can  prove  that  a  material  statement  in  the  Prospectus,  on 
the  faith  of  which  he  subscribed,  is  untrue.  If  the  shareholder  prove  this 
the  onus  is  transferred  to  the  director,  who  can  only  escape  liability  by 
proving  that  the  Prospectus  was  issued  without  his  consent,  and  that  on 
becoming  aware  of  its  issue  he  forthwith  gave  public  notice  that  it  was  issued 
without  his  knowledge  or  consent,  or  that  before  allotment  he  withdrew 
his  consent  to  its  issue  and  gave  public  notice  thereof,  or  that  he  had 
reasonable  ground  for  believing  and  did  believe  the  untrue  statement. 
(^Broome  v.  Speak,  1903,  1  Ch.  586,  affirmed  by  House  of  Lords  on  17th 
May  1904.) 

AU  that  a  shareholder  has  to  prove  is  that  there  was  an  untrue  statement 
in  the  Prospectus,  and  the  person  liable  under  the  Act  must  then  satisfy 
the  Court  that  at  the  time  he  made  the  statement  he  beheved  it  was  true, 
and  had  reasonable  grounds  for  such  belief.  The  shareholder  has  no 
remedy  under  the  Act  against  any  accountant  or  other  expert  who  is 
employed  professionally  by  the  promoters,  but  the  latter  would  have  a 
right  of  action  against  any  expert  who  made  a  misrepresentation  in  his 
report  if  loss  or  damage  should  result. 

The  Companies  Act  1900  provides  that  the  Prospectus  of  a  company 
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must  give  a  number  of  specified  particulars,  and  any  one  who  has  been 
induced  to  subscribe  for  shares  by  any  non-compliance  with  these  pro- 
visions may  recover  damages  from  the  directors  for  any  loss  thereby 
sustained,  unless  they  can  prove  that,  as  regards  any  matter  not  disclosed, 
they  were  not  cognisant  thereof,  or  that  the  non-compliance  arose  from  an 
honest  mistake  on  their  part. 

A  misrepresentation,  whether  innocent  or  fraudulent,  may  in  certain 
circumstances  bar  the  party  making  it  from  afterwards  maintaining  that 
it  was  otherwise  than  as  originally  made.  This  is  called  the  doctrine  of 
equitable  estoppel.  Where  one,  by  his  words  or  conduct,  wilfully  causes 
another  to  believe  the  existence  of  a  certain  state  of  things,  and  induces 
him  to  act  on  that  belief  so  as  to  alter  his  own  previous  position,  the 
former  is  barred  from  averring  against  the  latter  a  different  state  of 
things  as  existing  at  the  same  time  (Lord  Denman  in  Pickard  v.  Sears, 
6  A.  &  K,  469,  474). 

Generally  speaking,  one  is  not  bound  to  disclose  all  known  facts  which 
may  affect  the  other  party's  judgment  unless  asked  for.  But  in  some 
specific  contracts  the  law  imposes  a  duty  of  disclosure.  In  these  contracts 
not  only  must  the  truth  be  told,  but  the  whole  truth.  The  reason  for 
this  exceptional  rule  is  that  in  the  contracts  referred  to  the  one  party  has 
no  proper  means  of  judging  of  the  subject  matter  of  the  contract  or  the  risk 
involved  apart  from  the  representations  actually  made  by  the  other  party. 
For  example,  in  the  contract  of  insurance,  whether  marine,  fire,  or  life,  con- 
cealment of  a  material  fact,  though  made  without  any  fraudulent  intention, 
vitiates  the  policy.  In  marine  insurance  the  rule  is  that  all  should  be  dis- 
closed which  would  affect  the  judgment  of  a  rational  underwriter  governing 
himself  by  the  principles  and  calculation  on  which  underwriters  do  in 
practice  act  (lonides  v.  Fender,  1874,  L.R.  9  Q.B.  539).  In  life  insurance 
the  assured  is  bound  to  disclose  all  material  facts  known  to  him  which  affect 
the  hfe  proposed  to  be  insured,  and  a  special  liability  may  be  imposed  by 
way  of  declaration  that  the  statements  made  are  true.  In  sales  of  land, 
where  a  material  misdescription,  although  not  proceeding  from  fraud,  so 
far  affects  the  subject  matter  of  the  contract  that  one  may  reasonably 
suppose  that  but  for  it  the  purchaser  might  never  have  entered  into  the 
contract,  it  will  have  the  effect  of  voiding  the  contract  altogether  (Fawcett 
and  Holmes  (1889),  42  Ch.  Div.  150,  156).  Where  the  deficiency  between 
the  subject  offered  and  that  described  is  not  substantial  the  contract  stands, 
but  compensation  can  be  claimed.  In  negotiations  for  family  settlements 
everything  must  be  disclosed,  and  it  has  been  said  that  in  such  matters 
without  full  disclosure  honest  intention  is  not  sufficient  (Gordon  v.  Gordon, 
19  R.R.  230,  244).  See  Kerr  on  Fraud  and  Mistake,  3rd  edition,  p.  17 
et  seq. ;  Moncreiff  on  Fraud  and  Misrepresentation ;  Anson's  Law  of  Con- 
tracts, p.  156  et  seq. 

According  to  Scots  law,  an  innocent  misrepresentation  not  warranted 
and  not  inducing  essential  error  does  not  invalidate  a  contract.  Any 
statements  made  by  a  party  in  negotiating  a  contract  are,  unless  warranted, 
held  to  be  merely  statements  of  his  knowledge  and  belief,  and  if  the  other 
party  means  to  rely  upon  them  he  must  get  them  made  parts  of  the 
contract  (Lord  Kyllachy  in  Woods  v.  Tulloch,  20  Rettie,  477).  Error  such 
as  will  invalidate  consent  given  to  a  contract  or  obUgation  must  be  in 
relation  to  either  its  subject  matter,  or  the  persons  undertaking  or  to 
whom  it  is  undertaken,  or  the  price  or  consideration,  or  the  quality  of  the 
thing  engaged  for  if  expressly  or  tacitly  essential,  or  the  nature  of  the 
contract  or  engagement  supposed  to  be  entered  into.     In  onerous  contracts 
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reduced  to  writing,  the  erroneous  belief  of  one  of  the  contracting  parties  in 
regard  to  the  nature  of  the  obligations  which  he  had  undertaken  will  not 
be  sufficient  to  give  him  the  right  to  rescind  unless  such  behef  was  induced 
by  the  representations,  fraudulent  or  not,  of  the  other  party  to  the  con- 
tract (Lord  Watson  in  Stewart  v.  Kennedy,  17  Eettie,  H.  of  L.  pp.  25,  26,  27). 
A  party  cannot  rescind  a  contract  on  the  ground  of  essential  error  unless 
it  was  induced  by  the  representations  of  the  other  contracting  party  or 
his  agent,  made  in  the  course  of  negotiation,  and  with  reference  to  the 
subject  matter  of  the  contract.  If  the  error  is  proved  to  have  been  so 
induced,  the  fact  that  the  misleading  representations  were  made  in  good 
faith  affords  no  defence  against  the  remedy  of  rescission  (Lord  Watson  in 
Menzies  v.  Menzies,  20  Eettie,  H.  of  L.  108).  Any  one  who  has  been  misled 
by  fraudulent  misrepresentation  may  either  reduce  the  contract,  or  bring  a 
direct  action  of  damages  against  the  person  committing  the  fraud,  but  one 
who  has  been  deceived  by  the  innocent  misrepresentation  of  another  has 
no  remedy  but  to  reduce  the  contract.  Alex.  Eoss. 

rVIOn — Contraction  for  month. 

Money. — The  term  "  money,"  which  in  its  original  application  was 
confined  to  "  coined  metal,"  has  been  gradually  so  extended  as  to  include 
notes  issued  by  Governments  or  banks,  and  even  those  funds  held  by  credit 
institutions  that  are  transferable  by  the  agency  of  cheques.  This  somewhat 
flexible  use  of  the  word  is  due  to  the  change  in  economic  conditions  during 
the  last  two  or  three  centuries.  The  work  formerly  done  by  gold  or  silver 
coin  is  now,  in  the  main,  accomplished  by  the  use  of  credit  instruments, 
especially  bills  and  cheques.  Thus  the  real  character  of  the  monetary 
machinery  is  best  explained  by  reference  to  the  several  duties  that  it  has 
to  perform.  Put  shortly  they  are :  (1)  the  supply  of  a  medium  or  "  go- 
between  "  in  the  exchange  of  goods  (or  services) ;  (2)  the  measuring  of  the 
respective  values  of  those  goods ;  (3)  to  afford  a  convenient  mode  of  estimat- 
ing and  expressing  future  obligations ;  (4)  to  perform  a  similar  service  as 
an  agency  for  storing  up  value ;  and,  finally,  (5)  to  furnish  a  ready  means  of 
transmitting  value  from  one  place  to  another.  The  relative  importance 
of  these  "  functions  "  of  money  varies  according  to  the  condition  of  society. 
At  first  the  "  medium  of  exchange "  function  (No.  1)  was  the  most  pro- 
minent ;  but  in  modern  times  that  of  acting  as  "  a  standard  of  value  in 
respect  to  debts  "  (No.  3)  has  become  the  really  essential  one.  Any  disturb- 
ance in  the  standard  affects  the  interests  of  every  important  class  in  society, 
and  makes  previous  valuations  of  wealth  inaccurate.  Hence  the  chief 
monetary  controversies  have  turned  on  the  question  of  the  value  of  money, 
i.e.  the  terms  on  which  it  exchanges  for  other  things,  or,  in  different  words, 
the  general  level  of  prices. 

As  the  outcome  of  protracted  discussion,  the  following  propositions  may 
be  stated  as  generally  acceptable : — 

(1)  The  value  of  money  depends  on  the  supply  of  and  the  demand  for 
the  circulating  medium,  the  former  consisting  in  the  available  stock  of 
money,  the  latter  in  the  work  which  that  stock  has  to  perform  in 
facilitating  exchanges.  This  supply  consists  primarily  in  the  coinage  of 
the  standard  metal  (in  England  gold),  but  it  is  supplemented  by  tokens  and 
paper  money,  and  by  credit  appliances  so  far  as  they  represent  metallic 
money.  Inconvertible  note  issues  may  completely  supplant  the  metallic 
circulation.  The  demand  for  money  is  affected  by  the  activity  of  trade  and 
the  methods  of  conducting  business.     Better  organisation  of  credit  relieves 
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the  pressure  for  metallic  money.  The  general  range  of  prices  is  itself  an 
element  in  the  demand  for  money ;  if  prices  are  high,  more  money  is  (other 
things  being  equal)  needed  than  would  be  required  at  a  lower  price  level 

From  the  preceding  it  is  evident  that  the  quantity  of  money  is  an 
important  factor  in  determining  its  value ;  though  the  action  of  credit  is 
in  a  highly-developed  commercial  condition,  at  least  equal  in  effect.  More 
fundamental  and  slower  in  its  action  is  the  influence  of  the  cost  of  produc- 
ing the  material  of  standard  money.  When  the  difficulty  and  expense  of 
obtaining  the  precious  metals  (of  which  gold  is  now  much  more  important 
than  silver)  either  increases  or  diminishes,  there  is  a  decided  stimulus  towards, 
in  the  former  case,  reduction,  in  the  latter,  expansion  of  output.  Such 
changes  in  the  conditions  of  production  have  been  the  cause  of  the  great 
historical  revolutions  in  prices :  e.g.  the  rise  which  followed  the  opening  of 
the  American  mines  in  the  sixteenth  century,  and  that  produced  by  the 
Australian  and  Californian  gold  discoveries  of  the  middle  of  the  nineteenth 
century,  as  also  the  fall  of  prices  which  marked  the  periods  1810-50  and 
1870-95,  in  consequence  of  reduced  monetary  supply. 

The  slow  operation  of  changes  in  the  supply  of  money  makes  its 
influence  comparatively  slight  in  ordinary  commercial  transactions ;  it  is 
rather  as  affecting  permanent  investments  and  the  feeling  of  security 
that  it  has  to  be  taken  into  account.  For  the  usual  market  changes  in  price 
the  influence  of  credit  is  much  greater,  but  then  the  quantity  of  money  is 
one  of  the  elements  which  controls  the  movement  of  credit.  It  is  through 
this  connection  that  the  quantity  of  money  has  come  to  be  regarded  as  a 
central  circumstance  in  the  estabhshment  of  the  price  level. 

The  stability  of  a  monetary  system  may  be  disturbed  by  the  action  of 
the  State.  One  form,  very  common  until  recent  times,  was  that  of  debasing 
(or  reducing  the  amount  of  metal  in)  the  coin.  By  this  process  the  Govern- 
ment gained  the  value  of  the  metal  abstracted,  but  the  whole  country 
suffered  in  the  fluctuations  of  price,  the  disturbance  of  all,  and  especially  of 
foreign  trade,  and  in  the  hardships  inflicted  on  the  poorer  and  less  energetic 
members  of  society.  Very  similar  are  the  effects  of  the  issue  of  notes,  not 
convertible  into  coin  on  demand,  which  is  the  modern  analogue  of  the  older 
debasements.  By  introducing  an  inconvertible  paper  currency  a  Govern- 
ment obtains  a  loan  without  the  expense  of  paying  interest,  but  it  inflicts 
far  greater  losses  on  the  commercial  classes  and  ultimately  on  its  own 
revenue.  Depreciated  paper  currencies  are  the  almost  inevitable  result 
of  continued  inconvertibility,  and  a  depreciated  currency  affects  both  the 
foreign  exchanges  and  the  national  credit.  For  these  reasons  the  im- 
portance of  adhering  strongly  to  a  metallic  standard  has  been  emphasised 
by  economists  of  all  schools. 

As  regards  the  actual  metal  selected  the  choice  has  in  practice  been  con- 
fined to  silver  or  gold,  or  some  joint  employment  of  these  two  metals.  But 
the  course  of  events  in  the  last  thirty  years  has  practically  established  the 
predominance  of  gold.  Silver  has  been  reduced  to  a  subordinate  position, 
and  systems  which  aim  at  realising  bimetallism  have  given  gold  the 
leading  place.  For  the  immediate  future  the  place  of  silver  currency  will 
be  more  and  more  that  of  a  subsidiary  instrument  used  in  some  cases  as 
the  actual  circulating  medium,  but  having  its  value  artificially  regulated 
by  reference  to  the  gold  which  is  the  real  standard  of  value.  The  problem 
of  securing  due  adjustment  of  these  disparate  elements  is  one  of  the  great 
difficulties  before  American  and  Asiatic  societies. 

In  every  monetary  system  it  is  desirable  that  the  several  coins,  or  notes 
representing  them,  shall  be  of  convenient  denominations  and  formed  in 
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suitable  series.  For  this  purpose  a  high  unit  such  as  the  English  pound  is 
in  some  respects  desirable,  but  the  subdivisions  are  best  arranged  on  the 
decimal  scale  which  facilitates  the  working  of  accounts. 

The  co-ordination  of  the  currencies  of  different  nations  is  also  very- 
desirable.  Each  great  state  possesses  a  standard  unit  which  ought  to  bear 
an  easily  calculated  value  in  other  currencies.  Unfortunately  political 
conditions  have  hindered  progress  in  this  respect. 

Another  aspect  of  money  requires  some  consideration.  To  many 
practical  persons  the  conception  of  "money"  and  "capital"  are  almost 
indistinguishable.  For  them  floating  capital  is  the  true  money  and  the 
rate  of  interest  is  the  measure  of  its  value.  This  business  view  is  the 
outcome  of  modern  banking  and  trade  conditions  under  which  it  is  possible 
to  use  bankers'  liabilities,  securities,  and  even  produce  warrants  as 
substitutes  for  coin  or  notes.  It  is  of  such  material  that  the  "  money  "  of 
the  market  is  composed,  and  it  is  with  this  money  that  traders  and  brokers 
are  chiefly  concerned.  The  chief  characteristics  of  these  forms  of  currency 
are  their  indefiniteness  and  their  elasticity.  It  is  hard  to  say  exactly 
what  articles  may  be  temporarily  "coined,"  and  experience  shows  that 
rapid  expansion  and  contraction  follow  on  market  changes  with  great 
rapidity.  Analysis  also  shows  that,  as  already  indicated  (p.  80),  this  elastic 
currency  is  limited  by  the  more  permanent  metallic  money  stock. 
Attempts  to  make  the  fixed  capital  of  a  country  the  basis  of  a  currency, 
though  often  made,  have  ever  failed.  It  is  only  the  more  mobile  forces  of 
wealth  that  can  be  for  the  time,  and  with  due  discretion,  so  employed. 
There  is  nothing  in  modern  developments  of  commercial  finance  to  alter 
the  fundamental  conditions  of  a  good  monetary  system.  However  great  be 
the  superstructure  the  foundation  must  be  firmly  laid  and  the  due  propor- 
tions observed. 

A  remarkable  result,  however,  of  the  growth  of  the  new  currency  of 
deposits  and  securities  has  been  to  put  the  old  questions  respecting  bank 
notes  in  a  subordinate  place.  The  heated  controversies  that  attended  the 
banking  legislation  of  Peel  are  now  obsolete,  the  real  question  of  import- 
ance being  that  of  the  gold  basis  sufl&cient  to  maintain  the  whole 
complicated  structure  of  credit,  and  this  it  is  plain  cannot  be  secured  by 
any  mechanical  rules.  C.  F.  Bastable. 


Money,  Foreign.— 


I.  Principal  Gold  Coins. 


Country. 

Gold  Coins. 

Weight  in 
Grains. 

Value  in 
Sterling. 

Belgium          '\                                   f     ^^  Francs 

France                                                         10  Francs 

Greece               V   The  Latin  Union   -       10  Drachmai 

Italy                                                            10  Lire 

Switzerland     J                                    V     1^  Francs 

- 

.         49-78 

£0     7  Hi 

Finland lO-Markka  piece 

Roumania 

10  Lei 

Servia 

10  Dinars 

Bulgaria    . 

10  Leva                   J 

Spain 

Doubloon  of  10  escudos    . 
25-Peseta  piece 

129-43 
124-46 

1    0    7i 
0  19  10 

Russia 

Imperial  of  15  roubles 

199-10 

1  11     9 

Argentine  Republic 

Argentino  or  5-peso  piece 

124-44 

0  19  10 

Austria-Hungary 

Ducat       .... 

53-85 

0     9     4 

jj 

8  Florin,  or  gulden  . 

99-57 

0  15  lOi 

1) 

10-Ki-one  piece 

52-28 

0     8     4 

Brazil 

10  Milreis 

138-35 

1     2     5i 

Chili,  Columbia,  Uruguay 

Doblon,  or  10-peso  piece 

117-70 

0  18     9 
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I.  PrirLcijpal  Gold  Coins — Continued. 


Country. 


Denmark   . 
Egypt 

German  Empire 
Great  Britain  . 
Holland  and  Java 

India 

Japan 

Mexico 

Netherlands — see  Holland 

Norway  and  Sweden . 

Persia 

Peru  and  Venezuela  . 

Portugal    . 

Tunis         ... 

Turkey  (Ottoman  Empire) 

United  States    . 

Uruguay — see  Chili 


Country. 


Belgium    . 

France       .         .         .         . 

Greece       .         ,         .        . 

Italy          .         .         .         . 

Switzerland 

Roumania 

Servia 

Bulgaria    .        .        .        . 

Spain         .        .        .        . 

Russia       .        .        .        . 

Argentine  Republic  . 

Austria-Hungary 

Brazil 

Chili,  Columbia,  Uruguay 

China 

Denmark  . 

Egypt 

Finland     . 
(Jerman  Empire 

Great  Britain    , 

Holland  and  Java 
India 

Japan 

Mexico      .        .        . 

Netherlands — see  Holland 

Norway  and  Sweden . 

Persia 

Peru  and  Venezuela  . 

Portugal    . 

Tunis 

Turkey  (Ottoman  Empire) 

United  States    . 

Uruguay— »e«  ChilL 


Gold  Coins. 

10-Kroner  piece 
100-Piastre  piece  (E£) 
Krone  of  10  reichsmarks 
Sovereign  of  20  shillings 
Ducat 

lO-Florin  piece 
Mohur  of  15  rupees  . 
20-Yen  piece    . 
lO-Peso  piece   . 

10  Krone  piece 

Toman  of  200  shahis 

10-Sol  piece 

Corda  or  10  milreis  . 

10-Piastre  piece 

Turkish  pound  of  100  piastres 

Eagle  of  10  dollars  . 


II.  Principal  Silver  Coins. 


Silver  Coins. 

1  Franc  of  100  centimes 
1  Franc  of  100  centimes 
1  Drachma  of  100  lepta 
1  Lira  of  100  centesimi 
1  Franc  of  100  centimes 
1  Leu  of  100  banis 
1  Dinar  of  100  paras 
1  Leva  of  100  stotinkis 

/5-Peseta  piece  . 

\  Peseta  of  100  centesimos 

{Rouble  of  100  kopecks 
Tchetvertak,  or  J-rouble 
Peso  of  100  centesimos 
I" Florin,  or  gulden  of  100  kreut 
-I      zers 

[Krone  of  100  hellers 
1  Milreis  of  1000  reis 
1  Peso  of  100  centavos 
Tael  of  10  mace,  or  100  conderin, 

or  1000  cash 
1  Krone  of  100  ore    , 

1  Piastre  

1  Markka  of  100  penni     . 
1  Reichsmark,  or  mark  of  100 
pfennige 
/Crown  of  5  shillings 
\  Shilling  of  12  pence 
/Rijksdaaler  of  2^  florins  . 
\  Florin  of  100  cents   . 
Rupee  of  16  annas,  64  pice,  or 

192  pie 
1  Yen  of  100  sen 
1  Peso  of  100  centavos 

1  Krone  of  100  ore   . 

Kran  of  20  shahis     . 

Sol  of  10  dineros  of  100  cents 

Testoon  of  100  reis  , 

Piastre     .         .         . 

1  Piastre  of  40  paras 

(Trade  dollar 
Dollar  of  100  cents  . 
i-Dollar  of  50  cents 


Weight  in 
Grains. 

69-14 
131-18 

61-40 
123-27 

53-92 
103-71 
180-00 
257-21 
261-12 

69-14 
57-90 
248-91 
273-70 
30-09 
111-36 
258-00 


Value  in 
Sterling. 

£0  11  Oi 

1  0  3i 

0  9  9i 

10  0 

0  9  4i 

0  16  6| 

1  9  2i 

2  0  111 
2  0  5i 


0  11  Oi 

0  9  5 

1  19  7i 

2  4   ' 
0  4 


4| 
9i 


0  18  Of 
2  1  li 


Equivalent 
Weiffht  in  Weight  of 
r«^V  Standard 
Grams.  gnver  in 

Troy  Ounces. 


77-2 


385-8 

0- 

77-2 

0- 

308-6 

0- 

77-1 

0- 

385-8 

0- 

190-5 

0- 

77-2 

0- 

196-8 

0-' 

385-8 

0- 

583-3 

1- 

115-7 

0- 

21-6 

0- 

80-0 

0- 

85-7 

0- 

436-4 

0- 

87-3 

0- 

385-8 

0- 

154-3 

0- 

180-0 

0- 

416-0 

0- 

417-8 

0- 

115-7 

0-5 

71-0 

0- 

385-8 

0- 

31-6 

0- 

46-7 

0- 

18-6 

0-( 

420-0 

0- 

412-5 

0- 

192-9 

0-, 

0-145 


782 
145 
626 
156 
782 
386 

144 
406 
782 
288 

209 
041 
156 
174 

909 
182 
821 
328 
372 

843 
849 

209 
142 

782 
080 
098 
035 
851 
836 
391 
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I.  Intkoduction 


Definition. — The  money  market  may  be  defined  as  the  field  or  market 
for  the  employment  of  loanable  capital.  Its  main  business  consists  in  the 
discounting  of  bills  of  exchange  and  the  negotiation  of  loans  for  short 
periods  of  from  one  day  to  a  fortnight  (on  depositing  securities)  or  for  longer 
periods  (on  bills);  and  the  parties  interested  mainly  concern  themselves 
with  the  ever-varying  influences  which  affect  the  terms  upon  which 
such  transactions  can  from  time  to  time  be  arranged.  In  some  respects  it 
resembles  any  other  market  for  the  supply  of  a  commodity  that  is  in 
general  demand.  Just  as  the  price  of  fruit  in  Covent  Garden  or  of  fish 
in  Billingsgate  depends  upon  the  supply  available  and  the  demand  for  it, 
so  the  price  of  money — i.e.  the  consideration  or  interest  charged  for  the 
use  of  it — is  "dear"  or  "cheap"  according  as  the  supply  is  scarce  or 
plentiful,  and  the  borrowers  are  many  or  few.  We  sometimes  see  the 
money  market  referred  to  in  the  "  City  article  "  of  the  leading  newspapers 
as  "Lombard  Street,"  and  Bagehot's  important  work  on  the  market 
has  these  words  for  title.  The  operations  of  the  money  market,  unlike 
those  of  the  Stock  Exchange,  are  not  confined  to  any  special  institu- 
tion, and  Lombard  Street  in  the  City  of  London,  with  the  Bank  of 
England  at  its  head,  has  continued  for  ages  to  be  its  centre  of  activity. 

Constituent  Parts. — The  London  money  market,  which  is  the  most 
important  in  the  world,  and  to  which  we  shall  here  confine  our  attention, 
consists  of  the  following  elements  or  working  factors : — 

(1)  The  Bank  of  England ; 

(2)  The  other  banks,  joint  stock  and  private ; 

(3)  The  discount  houses  and  bill-brokers ; 

(4)  Certain  large  mercantile  and  finance  houses ;  and 

(5)  Members  of  the  Stock  Exchange. 

Worhing  of  the  Market. — Generally  speaking,  the  first  three  form  the 
active  elements,  while  the  last  two  only  take  part  in  an  intermittent 
fashion.  There  is  one  function  which  is  common  to  them  all :  they  use 
other  people's  money.  All  have  capital  of  their  own,  but  it  is  small  com- 
pared with  the  enormous  sums  entrusted  to  them  by  the  public.  The 
Bank  of  England,  in  consequence  of  its  exceptional  privileges,  has  long 
been  regarded  as  the  "monarch  of  the  money  market,"  but  its  power 
is  not  now  so  great  as  it  once  was.  Every  Thursday  morning  it  announces 
the  "  bank  rate  "  or  minimum  rate  for  discounting  bills  of  exchange,  while 
the  other  banks  and  the  discount  houses  fix  the  "  market  rate,"  sometimes 
termed  the  "  open  market  rate  " — usually  at  a  fraction  under  the  bank  rate. 
The  joint-stock  banks  and  discount  houses  thus  form  what  is  known  as  the 
"  Market,"  as  distinguished  from  the  "  Bank  "  (that  is,  the  Bank  of  England), 
which  is  looked  upon  as  outside  the  "  Market,"  so  far  at  least  as  the  dis- 
counting of  bills  is  concerned.  When  easier  terms  are  obtainable  in  the 
open  market,  people  will  not  go  to  the  Bank.     When  money  is  scarce, 
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however,  and  the  rates  charged  by  the  Bank  and  the  open  market  do  not 
appreciably  differ,  the  Bank  does  a  considerable  amount  of  business.  The 
Bank  always  discounts  bills  for  its  own  customers  at  the  market  rate,  and  it 
therefore  has  a  certain  amount  of  discount  business  at  all  times.  The  bill- 
brokers  usually  act  as  collectors  or  "  feeders  "  to  the  banks,  and  have  been 
aptly  described  as  the  private  machinery  by  which  banks  compete  for  bills 
of  exchange.  They  make  it  their  special  business  to  ascertain  the  standing 
and  solvency  of  the  drawers,  acceptors,  and  endorsers  of  the  bills ;  and  the 
banks,  which  have  not  the  time  to  undertake  these  inquiries,  rely  entirely 
upon  the  endorsations  of  such  bill-brokers  or  other  financial  houses  pre- 
senting the  bills  to  be  discounted.  The  large  mercantile  and  finance  houses 
are  also  able  to  lend  money  from  time  to  time  owing  to  their  having  control 
of  sums  received  as  subscriptions  to  large  loans,  remittances  from  abroad, 
and  in  other  ways ;  and  they  occasionally  take  money  out  of  the  market  by 
discounting  bills.  Members  of  the  Stock  Exchange  are  rather  customers 
than  dealers.  They  are  constantly  borrowing  from  the  banks  in  connection 
with  Stock  Exchange  operations — the  fortnightly  settlements  in  particular ; 
but  some  large  firms  occasionally  lend  their  surplus  cash  in  the  money 
market.  The  India  Council  (the  governing  body  of  India)  frequently  has 
funds  in  hand  which  it  lends  on  the  money  market.  The  rates  at  which 
the  Council  does  business  indicate  the  view  taken  by  that  body  of  the 
condition  of  the  market,  and  these  operations  often  have  a  considerable 
influence  upon  it.  India  Council  Remittances  will  be  referred  to  later  on. 
Scope  of  this  Article. — What  we  have  said  may  serve  to  indicate  in  a 
general  way  the  main  business  of  the  money  market,  but  the  subject  is  in 
reality  a  somewhat  complex  one.  Our  chief  aim  will  here  be  to  deal  with 
the  matter  in  as  practical  a  manner  as  possible  by  presenting  the  main  facts 
and  principles  essential  to  the  due  comprehension  of  the  "money  article" 
which  regularly  appears  in  the  morning  newspaper,  and  no  attempt  will  be 
made  to  launch  into  a  discussion  of  matters  of  speculative  theory.  Those 
who  desire  to  go  deeper  into  the  subject  will  find  ample  material  in  the 
authorities  mentioned  at  the  end  of  this  article. 

II.  The  Modern  Money  Article 

Nature  of  Contents. — What  is  popularly  known  as  the  "  money  article  " 
usually  deals  not  only  with  the  transactions  of  the  money  market,  but  also 
with  the  fluctuations  in  the  prices  of  the  various  stocks  and  shares  in 
which  money  may  be  invested  on  the  Stock  Exchange.  We  shall  here, 
however,  confine  ourselves  entirely  to  the  consideration  of  the  purely 
"  money  "  matters  usually  discussed  in  the  opening  paragraph  or  paragraphs 
of  that  article.  The  other  modes  of  employing  money  are  fully  dealt  with 
in  the  articles  " Investment"  (Vol.  iii.  p.  456)  and  " Stock  Exchange"  in 
this  Encyclopaedia.  The  money  article — or  "  City  column,"  as  it  is  some- 
times more  correctly  termed — now  occupies  a  considerable  amount  of  space 
in  all  leading  newspapers,  and  this  important  department  is  generally  under 
the  charge  of  a  special  "  City  editor."  The  compilation  of  the  article  often 
involves  much  labour  and  expense,  and  the  writer  of  it,  in  order  to  be 
precise,  is  obUged  to  use  technical  language,  which  he  cannot  wait  to 
explain  in  every  issue  for  the  benefit  of  the  amateur  financier ;  but  we 
hope,  in  the  course  of  the  following  pages,  to  make  the  subject  clear  to  the 
ordinary  reader.  The  condition  of  the  money  market  is  a  matter  that 
should  interest  not  only  the  "  working  factors  "  to  whom  we  have  already 
referred,  and  the  merchants  and  others  whose  bills  are  to  be  discounted, 
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but  also  all  those  who  have"  invested  money,  or  who  have  money  awaiting 
investment  in  consols  or  any  other  Stock  Exchange  securities.  The  rise  or 
fall  of  the  bank  rate  or  the  open  market  rate  has  a  very  significant  influence 
on  the  prices  of  stocks  and  shares  in  general,  and  those  who  study  the 
market  will  usually  be  able  to  see  a  good  deal  farther  ahead  than  the 
persons  who  take  no  interest  in  the  price  of  money.  There  are  occasions, 
too,  when  the  so-called  dry  figures  of  the  money  article  will  prognosticate 
important  political  events  before  they  have  time  to  reach  the  ordinary  news 
columns.  A  case  in  point  was  the  way  in  which  information  about  the 
Jameson  Raid  first  leaked  out. 

The  "  Money  "  Paragraph. — The  money  article  is  usually  headed  by  a 
table,  such  as  the  following  (taken  from  the  Financial  News),  which  forms 
a  general  index  to  the  principal  items  discussed  in  the  money  paragraph : — 

Bank  Kate  (discount)  changed  September  3, 1903,4  p.c. 

Mkt.,  dis.  2  months  (fine)  2|-2||  p.c. 

Do.,      3  months     ,,     21|-3  p.c,  (trade)  3^-3^  p.c. 

Do.,      4  months     ,,     3  p.c.  ,,      3J-3|  p.c. 

Do.,      6  months     ,,     3  p.c.  ,,      3|-3i  p.c. 

Loans  to  bill-brokers,  day  to  day 2^-21  p.c. 

Do.        do.         for  one  week 2|p.c. 

Last  rate  for  fortnight  loans  to  stockbrokers 4    p.c. 

Deposit  allowance  (banks) 2^  p.c. 

Do.         do.  (discount  houses)  at  call 2|  p.c. 

Do.        do.  ,,  ,,         atnotice 2|  p.c. 

Here  we  have,  in  the  first  place,  the  bank  rate,  with  the  date  on  which 
it  was  last  altered.  Then  follows  a  statement  of  the  market  rate  of  discount 
for  "  fine  "  and  "  trade  "  bills  respectively.  The  terms  "  fine  bills,"  "  best 
bills,"  or  "  best  bank  bills  "  all  mean  bills  about  which  no  question  can  arise 
as  to  their  being  met  at  maturity,  usually  in  consequence  of  their  being  backed 
by  financial  houses  whose  credit  is  unquestionable ;  and  the  rate  accordingly 
depends  on  the  value  of  money  in  the  market,  and  not  upon  any  risk  con- 
nected with  the  bills.  "  Trade  bills "  are  such  as  do  not  satisfy  this 
condition,  and  the  rate  is  therefore  somewhat  higher.  The  rates  charged 
for  "  short  loans  "  for  a  day,  week,  or  fortnight  to  bill-brokers  and  stock- 
brokers are  next  specified ;  and  for  this  accommodation  the  borrowers  must 
deposit  securities  with  the  lenders.  Finally,  we  have  the  deposit  rates 
allowed  by  the  banks  and  discount  houses — excluding  the  Bank  of  England, 
which  seldom  allows  interest  on  deposits.  This,  however,  by  no  means 
exhausts  the  topics  discussed  from  time  to  time  in  the  money  paragraph. 
After  dealing  with  the  supply  of  money  in  the  market  and  the  causes  that 
have  led  to  any  change  in  the  loan  or  discount  rates,  the  writer  usually 
makes  reference  to  any  Government  operations,  internal  gold  movements, 
imports  and  exports  of  gold,  the  amount  of  the  reserve  at  the  Bank  of 
England,  the  price  of  gold,  the  foreign  exchanges,  and  kindred  topics.  On 
Friday  morning  the  Bank  return  of  the  previous  day,  showing  the  condition 
of  affairs  at  the  Bank  of  England,  always  comes  in  for  discussion.  Before, 
however,  we  can  deal  satisfactorily  with  these  matters  in  detail  it  will  be 
desirable  to  briefly  consider  what  we  really  mean  by  the  "  money "  of  the 
money  market. 

III.  The  Money  of  the  Money  Maeket 

What  is  "  Money  "  ? — For  the  purposes  of  this  article  it  is  unnecessary 
to  discuss  at  any  length  the  nature  and  functions  of  money.  It  is  desir- 
able, however,  to  indicate  in  a  few  words  what  we  really  mean  by  the  term 
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"  money,"  and  in  what  form  it  is  found  in  the  money  market.  Perhaps 
the  briefest  answer  to  the  question  "  What  is  money  ? "  was  that  of  Professor 
Walker,  the  distinguished  American  economist,  when  he  said  that  "  money 
is  that  money  does" — that  is,  anything  that  performs  the  functions  of 
money.  In  Mr.  Inglis  Palgrave's  Dictionary  of  Political  Economy  we  find 
the  following  somewhat  clearer  definition  :  "  Any  commodity,  whatever  its 
substance  or  its  form,  which,  whether  by  law  or  by  convention,  becomes 
the  common  medium  of  exchange  in  any  community."  As  Professor  J. 
Shield  Nicholson  of  Edinburgh,  however,  justly  remarks,  in  his  book  on 
Bankers  Money,  "  The  only  satisfactory  answer  appears  to  be  that  we  must 
recognise  that  there  are  various  kinds  of  money,  and  that  the  definition 
must  vary  according  to  the  monetary  function  that  we  are  considering." 
In  some  parts  of  the  world  we  find  that  money  still  takes  the  primitive 
form  of  cattle,  sheep,  skins,  and  other  desirable  kinds  of  property,  but  in 
all  civilised  countries  these  have  long  given  place  to  the  metals,  gold 
becoming  in  the  end  practically  the  universal  standard.  The  functions  of 
money  may  be  regarded  as  four  in  number,  viz.  to  furnish — 

(1)  The  medium  by  which  exchanges  are  rendered  possible ; 

(2)  The  common  measure  by  which  the  comparative  values  of  those 
exchanges  are  estimated ; 

(3)  The  basis  for  deferred  payments ;  and 

(4)  The  method  of  storing  values. 

Of  these  the  second  is  the  primary  function.  In  this  country  the  gold 
coinage  alone  fulfils  all  these  functions  for  practical  purposes.  It  is  the 
only  compulsory  legal  tender  to  an  unlimited  extent.  Bank  of  England 
notes  are  not  legal  tender  by  the  Bank  itself,  nor  in  Scotland  or  Ireland. 
Scotch  bank  notes  are  not  legal  tender  anywhere.  Silver  and  bronze  coins 
are  only  "  token  money "  having  a  very  limited  acceptance  as  legal 
tender. 

The  "  Loanable  Capital "  of  the  Money  Market. — As  already  indicated, 
the  fund  of  money  employed  in  the  money  market  consists  almost  entirely 
of  deposits  and  balances  entrusted  to  the  banks  and  other  financial  houses 
by  the  public.  The  total  amount  so  employed  has  been  estimated  at  no  less 
than  £700,000,000,  for  about  two-thirds  of  which  the  banks  pay  nothing  in 
the  way  of  interest,  and  it  is  for  this  reason  that  they  are  able  to  quote  such 
low  rates  for  the  use  of  the  money.  All  this  money  is  assumed  to  be  "held" 
by  the  banks  practically  at  call,  and  is  repayable  in  gold.  As  a  matter  of 
fact,  however,  about  95  per  cent  of  the  money  is  employed  in  promoting  the 
industries  of  the  country  and  commerce  in  general,  and  does  not  appear  to 
be  really  held  by  the  banks  at  all,  while  only  about  5  per  cent  is  actually 
kept  in  coin.  This  is  a  somewhat  startling  statement,  because  it  shows 
that  in  the  event  of  a  sudden  general  demand  for  payment  in  gold  there 
would  not  be  enough  of  the  metal  in  the  country  to  meet  it.  Only  about 
one-sixth  of  the  total  amount  actually  exists  in  gold,  and  a  large  portion  of 
this  is  in  circulation,  and  not  under  the  control  of  the  banks  at  all.  Financial 
panics  have  several  times  arisen,  and  the  reserve  at  the  Bank  of  England 
— which  really  forms  the  ultimate  reserve  of  the  whole  country — has  more 
than  once  been  practically  wiped  out ;  but  in  the  end  the  Government  has 
always  stepped  in  and  authorised  the  suspension  of  the  Bank  Act,  per- 
mitting the  Bank  to  issue  additional  notes  without  being  obliged  to  hold 
gold  against  them.  The  conviction  that  the  Government  is  behind  the 
Bank,  and  will  always  help  in  case  of  necessity,  thus  tends  to  create  a 
feeling  of  confidence  in  the  permanent  stability  of  the  Bank  and  its  power 
to  avert  a  general  financial  disaster. 
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IV.  The  Bank  of  England  and  the  Bank  Bate 

Preliminary. — As  far  as  the  money  market  is  concerned  the  Bank  of 
England  may  be  regarded  as  the  one  bank  of  the  country.  It  is  not  only 
the  banker  of  the  state  and  the  custodian  of  the  country's  supply  of  bullion, 
but  it  is  also  the  banker  of  all  the  other  banks,  and  the  weekly  balance- 
sheets  which  it  issues  show  not  only  its  own  operations,  but  the  condition 
from  week  to  week  of  the  ultimate  reserve  of  the  country.  The  figures 
published  in  these  returns  are  the  figures  of  the  whole.  The  other  bankers 
only  retain  in  their  own  hands  the  necessary  till-money  for  carrying  on 
their  business  from  day  to  day;  and  the  whole  of  their  reserves  and 
customers'  balances,  so  far  as  not  immediately  required,  are  gratuitously 
entrusted  for  safe  keeping  to  the  Bank  of  England.  We  have  thus  the 
peculiar  spectacle  of  an  institution  making  unrestricted  use  of  millions  of 
money  belonging  to  competitors  in  the  same  line  of  business  without  paying 
a  farthing  of  interest  for  the  privilege ;  but  bankers  and  others  have  now 
such  confidence  in  the  Bank,  that  to  be  "  as  safe  as  the  Bank  of  England  " 
has  become  quite  a  proverbial  expression. 

Weekly  Return. — By  the  Bank  Act  of  1844  the  Bank  of  England  was 
constituted  into  two  distinct  and  separate  departments,  of  which  the  first 
— ^known  as  the  Issue  Department — confines  its  attention  entirely  to  the 
note  issue  and  the  securities  and  coin  held  against  that  issue ;  and 
the  second  or  Banking  Department  carries  on  the  work  of  an  ordinary 
bank.  Under  the  same  Act  the  Bank  is  obliged  to  issue  a  weekly 
balance-sheet  showing  how  matters  stand  in  both  departments.  This 
is  the  only  balance-sheet  ever  issued  by  the  Bank,  and  as  it  shows  not 
only  the  figures  relating  to  the  Bank  itself,  but  also  those  of  practically  all 
the  other  banks  as  well,  it  will  be  at  once  seen  what  an  important  document 
it  is.  Every  Thursday  this  bank  return  is  exhibited  to  the  public  at  the 
Bank,  where  it  is  immediately  copied,  and  next  morning  the  money  articles 
in  the  morning  papers  contain  more  or  less  lengthy  comments  upon  it. 
Here  is  a  copy  of  the  return  for  the  last  week  of  1903  : — 

Bank  of  England 

An  account,  pursuant  to  the  Act  7  and  8  Vict.,  cap.  32,  for  the  week 
ended  on  Wednesday,  December  30,  1903. 

Issue  Department 


Notes  issued 


£45,460,830 


£45,460,830 


Government  Debt 
Other  Securities 
Gold  Coin  and  Bullion 
Silver  Bullion    . 


£11,015,100 

7,434,900 

27,010,830 


£45,460,830 


Banking  Department 


Proprietors*  Capital    . 

Best 

Public  Deposits  (including  Ex- 
chequer, Savings  Banks,  Com- 
missioners of  National  Debt, 
and  Dividend  Accounts) 

Other  Deposits  .... 

Seven-day  and  other  Bills  . 


£14,553,000 
3,207,587 


7,949,728 

48,425,197 

98,265 

£74,233,767 


Government  Securities 

Other  Securities 

Notes 

Gold  and  Silver  Coin 


£19,234,927 

36,424,787 

16,673,070 

1,900,983 


£74,233,767 


J.  G.  NAIRNE,  Chief  Cashier. 
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This  document  will  require  detailed  examination.  As  a  rule  the  news- 
paper comments  and  criticisms  centre  upon  the  "Keserve,"  and  some 
persons  may  be  puzzled  by  the  fact  that  no  such  term  appears  in  the 
return.  This  "  Eeserve  "  will  be  referred  to  later  on,  but  it  may  be  here 
pointed  out  that  at  the  date  of  the  above  account  it  consisted  of  the  last 
two  items  under  the  Banking  Department  Account,  viz. :  Notes  £16,673,070, 
and  Gold  and  Silver  Coin  £1,900,983,  making  together  £18,574,053  (an 
increase  of  £904,627  over  the  figures  of  the  previous  week). 

Issue  Department. — Note  Issue. — Before  1844  the  Bank  was  quite  un- 
restricted as  regards  the  extent  of  the  note  issue.  Under  the  Act  of 
that  year,  a  limit  of  £14,000,000  was  fixed  to  the  "  authorised  issue,"  and 
the  Bank  was  required  to  hold  the  corresponding  value  in  gold  of  any 
notes  issued  in  excess  of  that  limit.  The  Bank  was  constituted  the  sole 
Bank  of  Issue  in  London  and  within  sixty-five  miles  thereof,  and  as  the 
country  issues  then  existing  fell  in,  the  Bank  of  England's  authorised 
issue  against  securities  might  be  correspondingly  increased.  The  "  notes 
issued  "  at  the  date  of  the  above  return  amounted  to  £45,460,830.  Against 
these  we  find  " Government  Debt "  £11,015,100,  and  "Other  Securities" 
£7,434,900,  making  together  £18,450,000.  This  total  represents  the  present 
amount  of  the  "authorised  issue"  and  deducting  that  amount  from 
£45,460,830 — the  actual  issue, — we  find  the  amount  of  the  excess  issue 
(£27,010,830)  against  the  whole  of  which  gold  coin  and  bullion  is  held,  as 
shown  by  the  other  side  of  the  account.  As  this  excess  issue  varies  in 
amount,  so  must  the  coin  and  buUion  held  against  it  vary  in  a  correspond- 
ing degree.  Of  the  total  issue  £16,673,070  are  held  by  the  Bank  itself  as 
part  of  the  reserve  in  the  Banking  Department,  as  already  indicated,  so 
that  the  notes  which  were  actually  in  the  hands  of  the  public  (including 
the  other  banks)  at  the  date  of  the  above  return  amounted  to  £28,787,760. 

Government  Debt. — This  has  been  owing  by  the  Government  for  ages. 
It  is  a  book  debt  on  which  interest  is  paid,  and  never  varies  in  amount. 
It  appeal's  in  every  return,  and  up  to  that  amount  the  issue  is  guaranteed 
by  Government. 

Other  Securities. — The  item  described  as  "  Other  Securities  "  indicates 
the  actual  securities  held  by  the  Bank  against  the  remainder  of  the 
authorised  note  issue. 

Price  of  Gold. — We  often  find  reference  made  in  the  money  article  to 
the  "  price  of  gold,"  and  at  first  sight  it  may  seem  strange  that  the  price  of 
gold  should  be  measured  in  terms  of  itself;  but  a  little  explanation  will 
soon  make  the  matter  clear.  The  Mint  will  convert  into  sovereigns  free  of 
charge  any  bullion  of  the  required  fineness  which  may  be  brought  to  it, 
returning  sovereigns  therefor  at  the  uniform  rate  of  77s.  10|d.  per  ounce. 
The  Mint,  however,  may  take  its  own  time  to  do  the  coining,  and  allows 
no  interest.  The  Bank  of  England,  on  the  other  hand,  is  obliged  by  law  to 
purchase  such  bullion,  if  offered,  at  the  rate  of  77s.  9d.  per  ounce,  and  will 
pay  that  value  at  once.  The  former  is  therefore  the  "  Mint  Price,"  and 
the  latter  the  Bank  Price.  The  difference  of  l|d.  per  ounce  is  the  Bank's 
profit,  and  as  the  Bank  never  earns  interest  on  such  gold,  which  becomes 
part  of  the  reserve,  it  is  in  no  hurry  to  have  the  bullion  converted  into 
coin.  If,  however,  any  one  desires  to  withdraw  gold  from  the  Bank  for 
export,  he  must  pay  the  Mint  price  of  77s.  10|d.,  and  if  the  demand  is 
very  great,  the  price  may  be  raised  to  77s.  lid.  To  prevent  the  loss  of 
time  and  interest,  bullion  is  often  taken  to  the  Bank  and  sold  at  the 
lower  price,  but  it  sometimes  happens  that  the  importer  may  find  an 
exporter  who  will  give  him  more  than  the  77s.  9d.  (but  of  course  less  than 
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the  Bank  selling-price  of  77s.  10|d.),  and  the  price  so  agreed — say  77s.  9|d. 
— is  what  the  bullion -brokers  call  the  "price  of  gold."  If  bar  gold  is 
qu(tfced  above  77s.  9d.  by  the  brokers,  this  indicates  a  demand  for  export 
purposes,  and  until  the  supplies  in  the  open  market  are  exhausted  gold  is 
never  bought  from  the  Bank. 

Banking  Depaktment.  —  Business  done.  —  This  department  is  kept 
entirely  apart  from  the  issue  department,  and  the  business  done  is 
practically  the  same  as  that  undertaken  by  any  other  bank — the  chief 
difference  being  that  the  bank  counts  among  its  customers  not  only 
members  of  the  general  public,  but  also  the  leading  banks  of  the 
country. 

Proprietors'  Capital. — The  Bank  of  England,  like  any  other  joint-stock 
concern,  has  a  capital  invested  in  the  business,  and  the  "  proprietors "  or 
stockholders  include  a  large  number  of  trustees  and  others  who  have  in- 
vested money  in  the  purchase  of  Bank  of  England  stock.  The  enormous 
amount  of  this  capital  has  two  important  results.  In  the  first  place  it 
induces  confidence  in  depositors  and  others.  The  security  is  most 
exceptional,  as  the  Bank  of  England  is  thus  able  to  show  capital  and 
relative  reserve  (entered  as  "  Eest "  in  the  account)  to  the  amount  of  about 
50  per  cent  of  the  deposits,  while  none  of  the  other  banks  show  more  than 
about  20  per  cent  of  their  liability  under  this  head.  In  the  second  place, 
however,  this  vast  capital  has  the  disadvantage,  from  the  stockholders' 
point  of  view,  that  the  earnings  when  spread  over  such  a  huge  amount 
dwindle  down  to  a  very  modest  percentage,  which  is  very  much  below  the 
return  on  the  shares  of  other  joint-stock  banks. 

Best. — The  sum  quaintly  described  as  "  Eest,"  to  which  we  have  already 
referred,  represents  the  profits  out  of  which  dividends  are  paid.  About 
£3,000,000  of  this  "  Eest "  is  always  kept  in  hand  as  proprietors'  reserve,  as 
distinguished  from  the  general  banking  reserve  of  the  country.  Adding 
this  to  the  £14,553,000,  we  find  the  actual  available  capital  of  the  concern 
to  be  not  less  than  £17,553,000.  Only  the  surplus  profits  over  £3,000,000 
are  divided  among  the  stockholders  at  the  end  of  each  half-year,  making 
usually  a  modest  return  of  about  10  per  cent  per  annum.  As  the  weekly 
returns  always  show  the  condition  of  this  "Eest,"  it  is  not  difficult  to 
anticipate  the  probable  dividends  as  they  become  due. 

Public  Deposits. — This  heading  is  somewhat  misleading,  as  the  amount 
does  not  represent  deposits  by  the  "  public "  in  general,  but  those  of  the 
Government.  The  entry  shows  the  balance  standing  at  the  credit  of  the 
Government  in  account  with  the  Bank,  and  the  amount  is  constantly 
fluctuating.  As  the  public  revenue  is  collected  throughout  the  country  it 
is  paid  into  the  various  branches  of  the  Bank  of  England,  and  on  the  other 
hand,  all  payments  to  the  army,  navy,  and  civil  service,  etc.,  are  withdrawn 
from  the  same  account  as  required.  The  account  also  includes  balances  at 
the  credit  of  the  Secretary  of  State  for  India,  the  National  Debt  Com- 
missioners, and  other  "  official "  departments.  As  might  be  expected,  the 
fluctuations  are  great,  but  they  are,  nevertheless,  regular  and  easily 
anticipated.  As  far  as  the  money  market  is  concerned,  the  most 
interesting  of  these  fluctuations  is  the  sudden  increase  towards  the  end 
of  the  first  quarter  of  the  year.  The  account  is  impoverished  about  the 
New  Year  by  the  heavy  payments  of  interest  on  consols,  but  as  the  income 
tax  and  other  revenue  pours  in  steadily  up  to  the  end  of  March,  the  credit 
balance  rises  by  several  millions.  After  March  the  balance  drops,  and  the 
fluctuations  become  moderate  and  quite  normal. 

Other  Deposits. — These  are  the  actual  deposits  by  the  public,  and  in 
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the  account  quoted  it  will  be  seen  that  they  amount  to  the  enormous  sum 
of  £48,425,197.  That  sum  practically  represents  the  Bank's  indebtedness 
to  the  general  public,  not  only  in  respect  of  the  deposits  and  balances 
entrusted  to  it  direct  by  its  customers,  but  the  deposits  and  balances  en- 
trusted in  the  first  place  to  the  other  banks  by  their  customers  and  lodged 
to  the  credit  of  those  banks  with  the  Bank  of  England.  This  part  of  the 
account  is  regarded  as  very  important  by  the  money  market,  and  the  fluctua- 
tions are  keenly  watched.  It  may  be  said  that  the  amount  of  this  item 
roughly  indicates  the  available  capital  of  the  market.  If  the  deposits  are 
high  it  shows  either  that  there  is  an  influx  of  gold,  which  is  added  to  these 
deposits,  or  it  may  mean  that  the  open  market  has  been  borrowing  from 
the  Bank  and  placing  the  proceeds  to  the  credit  of  this  fund.  When,  how- 
ever, the  amount  is  low,  the  market  does  not  feel  so  strong,  and  shows 
sensitiveness.  In  the  above  return  the  amount  of  the  other  deposits  is 
given  as  £48,425,197 — an  exceptionally  large  sum,  exceeding  by  £8,000,000 
the  figures  for  the  previous  week.  Now  what  does  this  increase  signify  ? 
Part  at  least  of  the  increase  is  accounted  for  by  the  desire  of  the  banks  and 
other  large  houses  to  show  a  large  cash  balance  in  hand  at  the  end  of  the 
year.  The  banks  call  in  their  loans  to  bill-brokers  and  others,  and  the  large 
customers  of  these  banks  pay  in  considerable  sums  to  the  credit  of  their 
accounts — all  with  the  one  object  of  making  a  "  good  show  "  in  the  accounts 
at  the  end  of  the  year.  In  the  "  City  "  the  process  has  come  to  be  known  as 
"window-dressing."  At  the  beginning  of  October  a  rise  takes  place  in 
consequence  of  dividend  payments,  which  the  recipients  naturally  pay  into 
their  accounts  with  the  various  banks,  and  which  these  banks  add  to  their 
funds  at  the  Bank  of  England.  In  the  beginning  of  the  year,  when  people 
pay  their  income  tax,  the  other  deposits  fall,  and  the  public  deposits  mark  a 
corresponding  increase.  When  a  financial  panic  is  threatened,  and  a  bank 
may  any  day  experience  a  "  run,"  bankers  hastily  strengthen  their  reserves 
to  the  highest  possible  degree  in  order  to  be  prepared  for  any  emergency. 
For  example,  in  1878  the  City  of  Glasgow  Bank  collapsed,  and  just  before 
that  event  the  other  deposits  stood  at  £20,100,000;  but  within  three 
weeks,  in  consequence  of  the  uneasy  feeling  aroused,  the  banks  hurriedly 
increased  their  reserves,  bringing  these  other  deposits  up  to  nearly 
£28,000,000. 

Seven  Day  and  Other  Bills. — The  next  item  calls  for  no  remark.  It 
shows  the  amount  of  the  bills  discounted  by  customers  and  still  in  the 
hands  of  the  Bank. 

Government  Securities  are  such  as  yield  an  income  guaranteed  by 
Government,  and  include  Consols,  Exchequer  Bonds,  Treasury  Bills,  etc. 
This  item  is  not  one  of  much  importance  to  the  market. 

Other  Securities. — These  show  the  Bank  investments,  and  are  closely 
watched,  as  the  rise  and  fall  in  the  amount  form  a  good  index  of  how  the 
wind  blows  in  the  money  market.  A  simultaneous  increase  in  other 
securities  and  other  deposits  usually  indicates  that  the  banks  are 
strengthening  their  balances,  and  may  mean  that  they  anticipate  danger. 
On  the  suspension  of  the  City  of  Glasgow  Bank  in  1878  the  other  securities 
rose  by  about  £6,000,000  within  three  weeks,  and  at  the  time  of  the  Baring 
Crisis  (1890)  they  rose  from  £25,000,000  to  £32,000,000  within  seven  days. 
On  such  occasions  the  Bank  always  lends  with  the  greatest  freedom,  as  this 
has  proved  to  be  the  best  way  of  allaying  public  uneasiness. 

The  Reserve. —  What  it  consists  of. — The  last  two  items  in  the  account, 
as  already  indicated,  form  what  is  known  as  the  "  Banking  Eeserve,"  and  it 
consists  of  all  the  notes  and  coin  held  by  the  banking  department.     These 
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notes  are  "  as  good  as  gold,"  since  the  issue  department  holds  gold  or  first- 
class  securities  against  the  whole  issue,  including  the  notes  in  the  banking 
department.  In  the  above  return  the  amount  of  the  reserve  is  stated  at 
£18,574,053. 

Its  Fluctuations. — If  the  amount  is  low  and  gold  is  flowing  abroad,  the 
Bank  will  usually  increase  the  bank  rate  in  order  to  check  this  outflow, 
while,  on  the  other  hand,  it  will  reduce  the  rate  when  the  reserve  is  high 
and  gold  is  coming  steadily  in.  A  high  rate  always  attracts  gold  from 
other  countries,  in  which  it  cannot  be  so  profitably  employed  at  the  time. 
But  the  mere  increase  of  the  bank  rate  is  not  effective  in  stopping  the  drain 
if  money  is  plentiful  in  the  open  market.  It  is  to  the  advantage  of  other 
lenders  also  to  increase  their  rates,  and  although  to  a  certain  extent  they 
may  be  forced  to  pay  higher  deposit  rates  to  their  customers — since  the 
bank  rate  is  generally  regarded  as  a  standard  index  of  the  value  of  money 
— yet,  if  the  "  Other  Deposits  "  are  high,  and  there  is  thus  a  good  supply  of 
money  in  the  market,  competition  may  keep  the  market  rate  down  con- 
siderably below  the  bank  rate.  From  this  and  other  causes  the  increase 
of  the  bank  rate  may  not  always  produce  the  desired  effect  of  protecting 
the  reserve. 

How  protected  hy  the  Bank. — In  such  circumstances  what  does  the  Bank 
do  ?  The  process  is  simple  but  peculiar,  and  is  at  once  effective.  When- 
ever the  Bank  is  satisfied  that  the  pressure  of  the  margin  of  money  in  the 
market  awaiting  investment  will  not  permit  the  market  to  follow  the  lead 
of  the  Bank,  the  latter  goes  straight  to  the  root  of  the  difficulty,  and  itself 
borrows  that  surplus  money  by  selling  a  sufficient  quantity  of  consols  for 
money,  which  it  again  buys  back  for  the  "  account "  later  on  at  a  slightly 
higher  figure.  Purchasers  pay  by  cheques  on  their  bankers,  and  thus  reduce 
the  other  deposits  to  a  corresponding  amount.  The  market  has  therefore 
less  money  available  to  lend,  and  the  market  rate  is  bound  to  go  up.  The 
difference  between  the  selhng  and  buying  price  of  the  consols  is  the  cost  to 
the  Bank  of  thus  making  its  rate  effective. 

Proportion  of  Reserve  to  Liabilities. — The  proportion  of  reserve  to 
liabilities  (i.e.  public  and  private  deposits  and  seven -day  bills)  is  not 
always  a  trustworthy  index  of  the  Bank's  position,  as  there  are  various 
causes  which  may  temporarily  increase  or  diminish  that  proportion.  The 
proportion  usually  fluctuates  between  30  and  50  per  cent,  and  40  per  cent 
is  generally  considered  a  fair  average.  A  temporary  reduction  of  about  a 
million  occurs  in  May  and  November,  in  consequence  of  the  Scotch  demand 
for  gold  to  hold  against  the  increased  note  issue  at  the  terms  of  Whitsun- 
day and  Martinmas — the  half-yearly  terms  when  most  payments  of  rent, 
interest,  wages,  etc.,  are  made.  The  sovereigns  thus  drawn  from  the  Bank 
of  England  by  the  Scotch  banks  find  their  way  back  again  in  about  six 
weeks,  when  the  Scotch  note  circulation  has  again  contracted,  and  the  trip 
is  considered  so  regular  and  formal  that  no  notice  is  taken  of  it  in  the 
money  market,  and  it  is  said  that  the  boxes  of  coin  frequently  return  to 
England  without  ever  having  been  opened. 

Financial  Panics. — Such  periodical  and  anticipated  rises  and  falls  are 
of  no  great  consequence,  but  with  the  extraordinary  demands  that  some- 
times arise  the  case  is  different.  To  counterbalance  a  gradual  diminution  of 
the  reserve  the  Bank  can  always  import  gold  from  abroad,  but  the  Bank  Act 
makes  no  provision  for  sudden  demands.  Should  a  financial  panic  arise,  say 
through  the  failure  of  some  large  house,  bankers  all  over  the  country  imme- 
diately increase  their  till-money,  thus  greatly  reducing  their  reserves  at 
the  Bank  of  England.     They  are  at  the  same  time  averse  to  lending  money 
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on  any  terms,  and  borrowers  are  forced  to  go  to  the  central  institution. 
People  must  have  money — even  at  100  per  cent  interest — to  meet  their 
obligations,  and  in  the  end  the  reserve  dwindles  down  to  a  dangerous  figure. 
The  Bank  cannot  entirely  refuse  to  lend,  as  this  would  only  precipitate  a 
crash.  There  is  only  one  remedy  in  such  circumstances — the  suspension  of 
the  Bank  Act.  In  case  of  necessity  the  Chancellor  of  the  Exchequer  will 
authorise  the  issue  of  notes  without  the  necessity  of  laying  aside  the  equi- 
valent in  gold,  and  as  these  notes  are  legal  tender  the  pressure  is  at 
once  relieved.  Since  1844  there  have  been  three  such  crises :  in  1847,  in 
1857,  and  in  1866 ;  and  on  each  occasion  the  Government  authorised  the 
increase  of  notes  on  securities  instead  of  on  gold. 

It  is  impossible  within  the  limits  of  this  article  to  deal  in  detail  with  all 
the  influences  affecting  the  banking  reserve  or  to  discuss  the  efficiency  of 
the  present  system.  For  further  details  the  reader  should  refer  to  Bagehot's 
Lombard  Street  or  Clare's  Money  Market  Primer. 

V.  The  Joint-Stock  Banks 

English  Banks. — The  formation  of  joint-stock  banks  in  England  dates 
from  1826,  when  the  Bank  of  England  was  compelled  by  the  Government  to 
give  up  its  monopoly.  They  were  first  established  beyond  the  65  mile  limit, 
and  by  1836  about  forty  such  banks  were  in  existence.  In  the  same  year 
they  were  established  in  London  in  consequence  of  the  discovery  of  a  loop- 
hole in  the  Bank  Act,  which  gave  the  Bank  of  England  a  monopoly  of  the 
note  issue,  but  no  monopoly  in  the  right  to  receive  deposits.  The  London 
joint -stock  banks  differ  from  the  Bank  of  England  in  two  important 
respects :  they  cannot  issue  notes,  while,  unlike  the  Bank  of  England,  they 
pay  interest  on  deposits.  Since  the  establishment  of  these  banks  the  Bank 
of  England's  power  over  the  money  market  has  been  considerably  modified. 
Indeed,  its  competitors  have  now  become  so  powerful  that  the  Bank  of 
England  no  longer  competes  effectively  with  its  rivals,  so  far  as  discount 
business  is  concerned.  By  offering  interest  upon  deposits  by  the  public  the 
joint -stock  banks  have  attracted  immense  sums  of  money,  many  times 
exceeding  their  own  subscribed  capital,  and  the  command  of  these  funds, 
together  with  large  current-account  balances  belonging  to  customers  (which 
bear  no  interest),  enables  the  leading  banks  to  rule  the  open  market  and 
underbid  the  Bank  of  England.  The  banker's  profit  consists  in  the  difference 
between  what  he  pays  to  his  customers  for  the  money  borrowed,  and  the 
"  market "  rate  which  he  demands  for  the  use  of  it.  If  he  paid  a  deposit 
rate  of  say  2  per  cent  on  all  his  loanable  funds,  he  could  not  afford  to  take 
less  than  that  rate,  but,  as  already  indicated,  a  considerable  portion  of  these 
funds  consists  of  customers'  balances,  for  which  he  usually  pays  nothing ; 
and  he  can  accordingly  take  much  less,  if  necessary,  and  still  show  a  profit 
on  the  transaction. 

Scotch  Banks. — Scotch  and  English  banks  differ  in  several  respects :  the 
former  are  all  joint  stock,  while  there  are  several  private  banks  in  England. 
Then  all  the  Scotch  banks  are  banks  of  issue,  and  provide  one  pound  notes, 
which  have  been  found  a  great  convenience  in  Scotland.  They  also  lend 
money  on  bonds  of  cash  credit,  under  which  a  customer,  on  providing  suit- 
able sureties,  is  permitted  to  overdraw  his  account  up  to  a  specified 
maximum,  but  he  is  only  charged  interest  on  the  amount  actually  overdrawn 
at  any  time.  The  main  distinction,  however,  consists  in  the  power  granted 
to  Scotch  banks  to  issue  notes  not  repayable  in  gold  except  at  the  head  office. 
Many  Scotch  banks  carry  on  business  in  London  without  losing  the  right  to 
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issue  notes  while  any  English  country  bank  doing  business  within  the  65 
mile  limit  loses  that  right. 

Irish  Banks. — Irish  banks  have  practically  the  same  privileges  as  the 
Scotch  banks,  the  main  difference  being  that  their  notes  are  repayable  in 
gold  wherever  they  are  issued,  and  not  at  the  head  office  only. 

VI.  Main  Causes  of  Makket  Fluctuations 

We  have  already  referred,  under  various  heads,  to  the  main  influences 
which  affect  the  rates  of  discount  and  the  loan  rates  on  the  money  market ; 
but  it  may  be  convenient  to  recapitulate  here  a  few  of  the  most  important 
points  already  dealt  with,  and  to  mention  one  or  two  others  to  which  we 
have  not  yet  called  attention. 

Supply  and  Demand. — We  have  shown  ■  that,  as  in  other  markets,  the 
law  of  supply  and  demand  is  the  main  regulator  of  the  price  of  money. 
Generally  speaking,  when  loanable  money  is  plentiful  the  banks  and  other 
lenders  are  eager  to  lend  it  on  almost  any  terms  to  prevent  its  lying  idle, 
since  they  have  to  pay  deposit  rate  on  at  least  a  portion  of  it  to  their 
customers.  When,  however,  the  fund  of  money  in  the  market  is  small,  or 
bankers  become  uneasy  for  any  reason,  the  rate  quickly  rises.  The  official 
bank  rate  is  usually  raised  to  protect  the  banking  reserve,  and  reduced  when 
that  reserve  is  large  and  requires  no  such  protection. 

Gold  Movements. — The  ordinary  internal  movements  of  gold  are  regular 
and  well  known,  and  their  eflfects  can  be  foreseen.  The  amount  in  circula- 
tion is  constantly  fluctuating,  and  depends  to  a  large  extent  on  the  condition 
of  trade.  When  trade  is  good  more  money  is  required,  and  the  tendency  is 
to  diminish  the  reserve,  while  bad  trade  has  the  opposite  effect.  The 
external  movements  are  also  fairly  regular.  As  a  rule  gold  leaves  the 
country  during  the  autumn  in  payment  of  imports  (chiefly  from  the  United 
States),  and  continental  countries  often  draw  upon  our  reserve,  partly  on 
account  of  dearer  money  abroad  and  partly  in  respect  of  payments  on 
account  of  foreign  loans  subscribed  for  here  in  the  earlier  part  of  the  year. 
The  imports  and  exports  of  gold  nearly  balance  one  another,  but  we  usually 
import  more  than  we  export.  The  effect  of  an  export  of  gold  is  to  reduce 
the  reserve,  and  the  movements  are  closely  watched.  Whenever  it  is  neces- 
sary to  check  this  export  the  bank  rate  is  raised. 

Government  Operations,  etc. — The  floating  of  a  large  loan  by  our  own  or 
a  foreign  government,  or  the  raising  of  additional  capital  by  a  railway  or 
other  large  concern,  always  affects  the  market  in  proportion  to  the  magni- 
tude of  the  demand  for  money,  and  may  quickly  raise  the  price. 

India  Council  Remittances. — The  India  Council  collects  the  Indian 
revenue  in  rupees,  but  has  to  make  many  payments  in  gold  in  this  country 
in  respect  of  interest,  pensions,  etc.  On  the  other  hand,  merchants  who 
have  imported  tea  and  other  produce  desire  to  make  payments  in  India  in 
rupees.  The  India  Council  accordingly  offers  to  supply  bills  on  the 
Presidency  Treasuries,  to  be  transmitted  by  post  in  the  usual  way,  or,  in 
case  greater  dispatch  is  wished,"a  remittance  may  be  effected  by  telegraphic 
transfer.  The  money  is  offered  in  lakhs  of  rupees  and  the  merchants  tender 
for  the  remittances  they  require  at  certain  rates  per  rupee.  A  lakh  of 
rupees  is  E100,000,  and  is  usually  written  R1,00,000. 

The  Foreign  Exchanges. — The  Foreign  Exchanges  have  already  been 
dealt  with  in  vol.  iii.  p.  97,  and  we  need  only  here  point  out  that  the 
fluctuations  of  the  market  cannot  be  thoroughly  understood  without  care- 
fully studying  this  somewhat  intricate  subject. 
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VII.  Conclusion 

There  are  many  other  circumstances  which  may  affect  the  value  of  money 
from  time  to  time,  but  which  we  have  not  the  space  to  examine  in  detail. 
We  have  perhaps  said  enough  to  clear  up  the  mysteries  of  the  ordinary 
money  article,  and  we  conclude  with  a  small  Table,  which  shows  at  a  glance 
the  movements  of  the  money  market  during  the  last  ten  years. 


1903. 

1902. 

1901. 

1900. 

1899. 

1898. 

1897. 

1896. 

1896. 

1894. 

Ohangea  bank  rate    . 

Highest  bank  rate 
Lowest  bauk  rate  .     . 
Average  bank  rate     . 
Average  market  rate — 
best  three  months  bills 
Market  below  bank   . 

3 

Per 

cent. 

4 

3 

3/15/0 

3/7/8 
7/4 

3 

Per 
cent. 

4 

3 
3/6/7 

2/19/3 

7/4 

6 

Per 

cent. 

5 

3 

3/14/5 

3/3/3 
11/2 

6 

Per 

cent. 

6 

3 

3/19/2 

3/13/3 
5/11 

6 

Per 

cent. 

6 

3 

3/13/6 

3/5/0 
8/6 

4 
Per 

ceut. 
4 
2i 

3/4/9 

2/11/10 
12/11 

6 

Per 

cent. 

4 

2 

2/12/6 

1/15/10 
16/8 

3 

Per 

cent 

4 

2 

2/10/5 

1/7/7 
l/2/l(^ 

0 

Per 
cent. 
2 
2 
2 

15/11 
1/4/1 

2 
Per 

cent. 

3 

2 
2/2/1 

19/3 
1/2/10 

REFERENCES. — Goschen's  Theory  of  Foreign  Exchanges;  Baoehot's  Lombard  Street; 
Clare'3  Money  Market  Primer  and  A.  B.  C.  of  the  Foreign  Exchanges ;  Palorave's,  Dictionary 
of  Political  Economy  ;  and  Professor  J.  Shield  Nicholson's  Bankers'  Money. 

W.  Gordon  Campbell. 


Month. — The  lunar  month  consists  of  28  days,  or  four  weeks.  The 
calendar  month  consists  of  28,  29,  30,  or  31  days.  A  month  in  law  was 
formerly  a  lunar  month,  unless  otherwise  stated,  as  it  is  always  one  uniform 
period,  and  because  it  falls  naturally  into  a  quarterly  division  of  weeks.  A 
lease  for  "  twelve  months  "  is  only  for  forty-eight  weeks,  while  if  it  be  for  a 
"  twelvemonth  "  in  the  singular  number,  it  is  good  for  the  whole  year. 

The  term  "  month  "  in  statutes  prior  to  1850  was  understood  to  mean  a 
lunar  month,  but  after  that  date  where  the  word  month  is  used  it  means 
calendar  month,  unless  there  is  an  expression  to  the  contrary. 

In  commercial  and  mercantile  transactions  the  term  month  means 
calendar  month,  but  in  contracts  other  than  mercantile  or  commercial,  the 
meaning  of  month  depends  upon  the  words  used  in  the  contract,  showing 
the  intention  of  the  parties. 

In  the  computation  of  a  calendar  month  the  general  rule  is  that  the  day 
from  or  after  which  the  time  runs  is  excluded,  and  the  day  on  which  the 
act  is  to  be  done,  or  the  protection  afforded  terminates,  is  to  be  included. 
Thus,  a  month's  notice  given  on  the  28th  January  expires  on  the  28th 
February,  and  it  has  been  held  that  no  action  can  be  brought  where  goods 
are  sold  on,  say,  the  5  th  of  March  payable  in  two  months,  until  after  the 
5th  of  May. 
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Curtate  Duration  Method— 

.     106 

Select  Tables 
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.  125 
.     125 
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.  129 
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.     131 

British  Offices'  Life  Annuity  Tables,  1893 

.     133 

Intkoductory 

A  mortality]  table  has  been  defined  as  the  instrument  by  means  of 
which  are  measured  the  probabilities  of  hfe  and  the  probabilities  of  death. 
In  its  final  form  it  sets  forth  the  history  of  the  mortahty  experience  by 
means  of  the  number  living  and  the  number  dying  columns  (denoted 
respectively  by  l,.  and  d^).  Taking  the  Carhsle  table,  for  illustration,  we 
find  the  following  figures : — 


Age 

Number  Living 

Number  Dying 

X 

Ix 

d» 

0 

10,000 

1539 

1 

8,461 

682 

2 

7,779 

505 

S 

7,274 

276 

4 

6,998 

201 

6 

6,797 

121 

etc. 

etc. 

etc. 

These  statistics  teU  us  that,  according  to  the  Carlisle  experience,  out  of 
every  10,000  persons  born  8461  on  the  average  survive  to  age  1,  7779  attain 
age  2,  and  so  on.  Or  again,  they  indicate  that  out  of  every  10,000  births, 
1539  on  the  average  will  die  before  attaining  age  1,  682  will  attain  that 
age,  but  die  before  attaining  age  2,  and  so  on. 

A  mortality  table  does  not  represent  absolute  numbers  Living  or  dying, 
but  only  the  relative  numbers.  An  arbitrary  figure,  called  the  radix,  is 
selected  to  represent  the  number  of  entrants  at  the  initial  age,  and  the 
history  of  these  entrants  is  traced  from  that  age  onwards  until  they  all 
emerge  by  death.  As  every  one  must  die,  it  follows  that  the  sum  total  of 
the  deaths  will  be  equal  to  the  radix,  or,  in  other  words,  that  the  total  of  the 
dy.  column  wiU  equal  the  first  value  of  the  l^  column. 

A  Life  Table  always  assumes  a  sufficient  number  of  persons  under 
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observation  to  admit  of  average  results  being  realised.  In  actual  practice 
this  condition  is  difficult  of  fulfilment,  and  it  becomes  necessary  to  resort 
to  some  method  by  which  the  irregularities  in  the  data  may  be  removed. 
The  process  is  termed  Graduation,  and  has  been  described  as  the  alteration 
of  the  expression  for  the  law  of  mortality  from  an  irregular  rectilinear  form 
to  a  smooth  curve.  This  smoothing  down  of  the  irregularities  in  the  actual 
observations  may  be  justified  on  the  ground  of  experience  derived  from  the 
inspection  of  other  similar  statistics  in  which  like  irregularities  do  not 
exist,  or  possibly  appear  in  the  opposite  direction,  and  on  the  principle  of 
continuity  founded  upon  the  reign  of  law  prevailing  throughout  all  nature. 
When  examining  mortality  tables  it  is  important  to  keep  in  view  the 
nature  of  the  data  from  which  the  tables  have  been  formed.  Thus,  a  table 
representing  the  experience  of  Lives  Assured  would  be  expected  to  yield 
lighter  rates  of  mortality  than  another  based  upon  Population  Statistics ; 
tables  founded  upon  male  and  female  mortality  will  differ  materially  in 
the  incidence  of  the  deaths;  the  rate  of  mortality-  varies  in  different 
countries;  it  varies  with  the  profession  or  occupation — the  clergy,  for 
example,  exhibiting  a  Hght,  and  publicans  a  heavy,  mortality.  It  will  thus 
be  seen  that  the  experience  of  any  particular  class  should,  so  far  as  possible, 
be  made  the  basis  for  the  calculation  of  monetary  values  to  be  employed 
in  connection  with  that  class.  No  one  mortality  table  is  capable  of  general 
application. 

Lives  Assured 

A  Select  Mortality  Table  is  formed  by  tracing  the  entrants  at  any  one  age 
(or  group  of  ages)  from  that  age  (or  group  of  ages)  onwards,  not  admitting 
new  entrants  at  subsequent  ages. 

An  Aggregate  Table  of  Mortality,  on  the  other  hand,  takes  no  account 
of  the  duration  for  which  the  lives  have  been  exposed,  the  rate  of  mortality 
between  ages  (x  +  n)  and  (a;  +  w  +  1)  being  derived  irrespective  of  the  ages  at 
which  the  lives  entered. 

When  we  compare  the  rates  of  mortality  of  the  aggregate  with  those  of 
the  select  tables  at  the  various  ages  at  entry,  we  find  that  as  regards  the 
initial  age  of  the  tables,  the  rates  of  mortality  of  the  aggregate  table  are 
all  through  lower  than  those  of  the  select,  with  the  exception  of  the  first 
year  when  the  two  rates  are  equal.  This  is  due  to  new  entrants  at 
subsequent  ages  (who  have  recently  passed  the  medical  examination 
and  who  are  included  in  the  aggregate  table),  keeping  down  the  rate  of 
increase  in  the  mortality  among  those  who  entered  at  the  initial  age.  At 
any  subsequent  age  at  entry  the  rates  of  mortality  of  the  Aggregate  Table 
as  compared  with  the  Select  will  depend  upon  the  proportion  which  the  new 
entrants  at  that  age  and  future  ages  bear  to  the  survivors  from  the  entrants 
at  previous  ages.  By  reason  of  the  deterioration  which  (on  the  average)  takes 
place  as  time  elapses  since  the  selection  of  the  lives,  the  deaths  among  the 
entrants  at  previous  ages  tend  to  increase  the  rates  of  mortality,  and  this 
tendency  to  increase  may  or  may  not  be  more  than  counterbalanced  by  the 
more  favourable  experience  of  the  subsequent  entrants  at  higher  ages. 

If  Select  Mortality  Tables  were  constructed  for  each  age  at  entry,  or 
even  for  central  ages  at  entry  using  quinquennial  groups,  the  extent  of  the 
tables  would  be  considerable.  It  is  generally  recognised  also  that  after  a 
period  the  benefit  of  selection  wears  off,  so  that  the  rate  of  mortality  there- 
after may  be  said  to  vary  only  with  the  increase  in  the  age.  It  is  accordingly 
usual  to  assume  that  the  effect  of  selection  becomes  unimportant  after  a 
certain  period,  say  n  years,  and  to  join  the  select  rates  of  mortality  during 
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the  said  n  years  to  an  ultimate  aggregate  table  formed  by  ignoring  the 
experience  of  the  first  n  years  after  entry. 

Select  Tables  are  now  recognised  as  the  standard  for  all  life  assurance 
calculations.  The  premium  for  an  assurance  at  any  age  at  entry  ought 
obviously  to  be  based  upon  the  experience  of  those  who  enter  at  that 
particular  age,  without  reference  to  the  entrants  at  previous  or  subsequent 
ages,  likewise  the  reserve  that  should  be  held  by  the  office  to  provide  for 
that  portion  of  the  risk  under  an  existing  contract  which  the  future 
premiums  will  not  suffice  to  cover  ought  to  be  based  upon  the  same  data. 

Aggregate  Tables,  unless  perhaps  as  a  means  for  approximating  in 
practice  to  a  select  valuation,  are  not  altogether  reliable.  To  enable  us 
more  easily  to  understand  the  components  of  the  aggregate  table,  let  us 
assume  in  the  first  place  that  the  table  is  based  upon  the  experience  of  one 
company  that  has  been  in  existence  for  m  years. 

The  rate  of  mortality  then  at  any  age 

(^[x+n]  +  <^[a;+n-i]+i  +  ^[a;+w-2]+2  +  •  •  • 
^[x+n]  +  ^[z+n  -  i]+i -^  ^[x+n  -  2]+2 '^  ••' 

where  d^x+n]  represents  the  deaths  during  one  year  out  of  m  years'  entrants 
at  age  (x  +  n). 
d[z+n-i]+i  represents  the  deaths  during  one  year  out  of  the  sur- 
vivors from  (m  -  1)  years'  entrants  at  age  (x  +  n-1)  one  year 
before. 
dix+n-2]+2  represents  the  deaths  during  one  year  out  of  the  sur- 
vivors from  (m  -  2)  years'  entrants  at  age  (x  +  n  -2)  two  years 
before,  and  so  on. 
and      E[a;+„]  is  the  number  of  years  of  life  lived  between  ages  (x  +  n)  and 
(x  +  n  +  l)hj  the  w  years'  entrants  at  age  (x  +  n) 
Eix+n-i]+i  is  the  number  of  years  of  life  lived  between  the  same  two 
ages  by  the  survivors  from  the  (m  - 1)  years'  entrants  at  age 
(x  +  n-1)  one  year  ago. 
E[a;+,i-2]+2  is  the  number  of  years  of  life  lived  between  the  same  two 
ages  by  the  survivors  from  the  (m  -  2)  years'  entrants  at  age 
{x  +  n -2)  two  years  ago,  and  so  on. 
This  function  is  usually  termed  the  exposed  to  risk. 
Similarly 

d[x+n+i]  +  ^[a;+rt]+i  +  ^[a;+w-i]+2  +  •  •  • 
'^    "    ^      E[x+n+i]  +  ^[x+7i]+i  +  E[z+n-i]+2  + ■•' 

where  d^x+n+i]  represents   the   deaths   during  one  year  out  of  m  years' 
entrants  at  age  (x  +  n  +  l) 
dix+n]+i  represents  the  deaths  during  one  year  out  of  the  survivors 

from  (m  -  1)  years'  entrants  at  age  (x  +  n)  one  year  before. 
^a!+n-i]+2  represents  the  deaths  during  one  year  out  of  the  survivors 
from  (m  -  2)  years'  entrants  at  age  (x  +  n-l)  two  years  before, 
and  so  on, 
and  E  is  the  corresponding  exposed  to  risk. 

The  above  is  a  symbolical  expression  of  the  fact  that  in  respect  of  any 
age  at  entry,  under  the  conditions  we  are  considering,  the  number  of  years' 
experience  diminishes  by  one  year  at  the  end  of  each  successive  year  of 
duration. 

It  has  been  stated  that,  according  to  an  aggregate  table,  a  policyholder 
entering  at  any  age  {x  +  n)  is  charged  such  a  premium  as  will,  on  the 
average,  exactly  meet  the  sum  assured  at  the  death  of  each  of  a  mixed 
VOL.  V.  7 
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body  of  Hves  at  that  age,  some  of  whom  entered  0,  1,  2,  3,  etc.  years  ago, 
while  others  have  still  to  enter  in  the  future  at  older  ages.  But  this 
description  would  hardly  seem  to  be  correct.  The  m  years'  entrants  at  age 
(x  +  n)  passing  through  the  first  year  of  exposure  are  combined  with  the 
experience  of  the  survivors  from  (m  -  1)  years'  entrants  at  age  {x  +  n-1) 
passing  through  the  second  year  of  exposure,  with  the  survivors  from  (m  -  2) 
years'  entrants  at  age  {x  +  n-2)  passing  through  the  third  year  of  exposure, 
and  so  on.  Further,  at  age  (x  +  n+1)  the  experience  in  respect  of  these 
various  ages  at  entry  becomes  reduced  by  one  year,  and  is  combined  with 
the  experience  of  m  years'  entrants  at  age  (x  +  n  +  1),  and  so  on  throughout 
each  succeeding  age. 

Let  us  now  consider  an  aggregate  table  based  upon  the  experience  of 
one  year,  tracing  the  lives  from  the  anniversary  in  say  1892  to  the  anni- 
versaiy  in  1893. 

We  have  as  before 

"'[x+n]  +  d[x+n--i]+i  +  ^[x+n-z]+2  "^  •  •  ■ 
2x+n  - 


E[a;+n]  +  ^[x+n-il+i  +  ^lx+n-2]+2  +  •  •  • 

where  d[x+n]  represents  the  deaths  during  one  year  out  of  one  year's  entrants 
at  age  (x  +  n), 
<^[x+n-i\+i  represents  the  deaths  during  one  year  out  of  the  survivors 

from  one  year's  entrants  at  age  (x  +  n-1)  one  year  before, 
^»+n-2]+2  represents  the  deaths  during  one  year  out  of  the  survivors 
from  one  year's  entrants  at  age  (x  +  n-2)  two  years  before,  and 
so  on, 
and  E  is  the  corresponding  exposed  to  risk. 
Similarly  with  q^^-n+v  ^x+n+i,  etc. 

The  rate  of  premium  at  any  age  {x  +  n)  deduced  from  this  experience 
would  now  appear  to  be  in  accordance  with  the  definition  previously 
given. 

But  it  may  be  argued  that  in  any  case  one  year  is  too  short  a  period 
upon  which  to  base  a  mortality  table.  This  is  true,  and  would  lead  to  the 
consideration  of  tables  formed  upon  the  experience  of  a  limited  term  of 
years. 

Still  considering  the  experience  of  one  company  m  years  in  existence, 
let  us  form  therefrom  an  aggregate  table  from  the  anniversary  in,  say, 
1863  to  the  anniversary  in  1893  (the  period  of  observations  of  the  British 
Offices'  Life  Experience,  1893). 
We  have,  as  before, 

_   d[x+n\  +  ^[a!+n-i]+i  +  ^[a;+n -2]+2  "^  •  •  • 

E[a;  +  „]   +  E[a;  +  „_j]  +  j   +   E[a;4.„_2]  +  2  +   •   •   • 

where  ^[jr+n]  represents  the  deaths  during  one  year  out  of  thirty  years' 
entrants  at  age  {x  +  n), 
dix+n -i]+i  represents  the  deaths  during  one  year  out  of  the  survivors 

from  thirty  years'  entrants  at  age  (x  +  n-1)  one  year  before, 
d[x+n-2]+2  represents  the  deaths  during  one  year  out  of  the  survivors 
from  thirty  years'  entrants  at  age  {x  +  n-2)  two  years  before, 
and  so  on, 
and  E  is  the  corresponding  exposed  to  risk. 
Similarly  with  q^+n+v  ^x^n+2>  etc. 

In  effect  we  have  thirty  times  the  experience  required  to  give  us  the 
value  of  any  particular  function. 

It  will  be  observed  that  the  rate  of  mortality  at  any  age  in  an  aggregate 
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table  is  obtained  from  the  experience  of  lives  that  have  been  0,  1,  2,  3,  etc. 
years  under  observation.  In  this  connection  it  must  be  borne  in  mind  that 
the  rate  of  mortality  at  any  present  age  increases  throughout  with  the 
interval  elapsed  since  date  of  entry. 

For  the  examination  of  mortality  experiences,  therefore,  aggregate 
tables  are  quite  unsatisfactory.  We  cannot  compare  in  this  way  the  rates 
of  mortality  in  two  experiences  in  one  of  which  the  entrants  commence 
to  enter  at  say  age  40  and  in  the  other  at  age  60.  It  is  obvious  that  at 
the  ages  examined  the  second  experience  has  a  greater  proportion  of  years 
of  light  mortality  than  the  first.  As  between  different  classes  of  assurance 
we  have  to  keep  in  view  the  incidence  of  the  new  entrants  and  the  nature 
of  the  withdrawals.  As  between  two  aggregate  tables  based  upon  in- 
dependent data  (such  as  the  H"^  and  the  O*^),  we  have  to  bear  in  mind 
that,  on  account  of  the  period  of  observation  of  the  latter  experience  being 
limited  to  a  term  of  years,  it  contains  the  greater  proportion  of  experience 
derived  from  years  of  heavy  mortality.  The  comparison  of  the  H^^^^  with 
the  0^^^^  is  irrelevant  for  the  same  reason. 

Matekial 

The  rate  of  mortality  among  lives  assured  has  been  investigated  from 
three  different  sets  of  data :  (1)  Policies,  (2)  Lives,  and  (3)  Amounts. 

In  Life  Assurance  business  one  individual  frequently  takes  out  several 
policies,  either  in  the  same  or  in  different  companies,  and  an  investigation 
with  Policies  for  material  counts  each  policy  effected  as  a  different  unit. 

When,  however,  the  rate  of  mortality  according  to  Lives  is  investigated, 
no  account  is  taken  of  subsequent  assurances  which  run  concurrently  with 
the  first,  these  being  eliminated,  say,  by  arranging  the  cards  according  to 
date  of  birth,  subdivided  according  to  the  name  of  the  life  assured. 

On  either  a  "  policy  "  or  a  "  life  "  basis  the  assumption  is  made  that  the 
amounts  assured  at  the  various  ages  at  entry  are  uniformly  distributed. 

In  America  investigations  into  mortality  experience  have  usually  been 
worked  out  having  regard  to  the  Amount  Assured — in  other  words,  the  rate 
of  financial  loss  and  not  the  rate  of  mortality  has  been  deduced. 

A  comparison  of  the  results  on  the  different  bases  is  of  interest.  The 
rate  of  mortality  according  to  policies  is  lighter  than  that  according  to  lives 
at  the  younger  ages,  but  heavier  at  the  older  ages.  This  follows  from  the 
fact  that  at  these  younger  ages  the  lives  assured  frequently  effect  further 
policies,  and  the  history  of  these  policies  being  added  to  the  original  ex- 
perience helps  to  keep  down  the  rates  of  mortality  during  this  portion  of 
the  table.  When,  however,  such  a  life  dies,  each  policy  effected  will  count 
as  one  death,  and  this  tends  to  over-estimate  the  rates  of  mortality,  par- 
ticularly at  the  older  ages. 

Comparing  the  rate  of  mortality  by  amounts  with  that  by  policies,  the 
experience  in  this  country  and  in  G-ermany  differs  materially  from  that  in 
America.  Here  the  rate  of  mortality  amongst  policies  of  large  amount  is 
invariably  less  than  that  amongst  those  of  small  amount,  but  the  reverse 
is  the  case  in  America.  In  that  country,  where  investigations  have  been 
made,  the  mortality  by  amounts  has  been  found  to  be  greater  than  by 
either  lives  or  policies. 

Any  question  as  to  which  is  the  correct  material  must  of  necessity 
depend  upon  the  particular  purpose  to  which  the  table  is  to  be  applied, 
upon  the  nature  of  the  data,  and  upon  the  actual  experience  of  the 
country.     It  has,  however,  been  demonstrated  that  the  probable  error  in 
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deduction  is  less  by  lives  than  by  amounts  or  policies.  In  using  amounts 
we  obtain  a  table  not  applicable  as  a  basis  for  all  actuarial  computations ; 
we  introduce  a  function  into  our  calculations  that  renders  the  tables 
scarcely  suitable  to  all  companies  without  preliminary  investigation  in 
each  instance ;  and  we  preclude  comparison  with  rates  of  mortaUty  based 
upon  population  statistics.  On  the  whole,  therefore,  lives  would  seem  to 
be  the  best  material. 

Methods  of  Investigation 

The  rate  of  mortality  amongst  lives  assured  has  been  investigated 
according  to  three  main  methods :  (1)  Policy  Years,  (2)  Calendar  Years, 
and  (3)  Life  Years.  These  names  are  derived  from  the  mode  at  which  the 
age  at  death  is  arrived  at. 

The  essential  condition  of  a  policy  year  method  is  that  each  death  must 
be  allocated  into  the  policy  year  (or  insurance  year)  in  which  it  occurred. 
This  condition  will  be  satisfied  by  taking  the  curtate  duration  (i.e.  the 
integral  number  of  years  lived  since  date  of  entry)  in  the  case  of  the 
deaths.  In  other  words,  by  d[x]+t  ip  age  at  entry,  t  duration)  we  here 
understand  the  deaths  that  take  place  during  the  {t  +  l)th  year  of  duration. 
The  rate  of  mortality  is  traced  from  the  date  of  the  effecting  of  the  policy 
to  each  succeeding  anniversary. 

The  condition  of  the  calendar  year  method  is  the  allocation  of  the 
deaths  into  the  correct  calendar  year.  The  assumptions  involved  in  the 
principle  of  calendar  years  are,  firstly,  that  all  those  who  enter  during 
the  year  enter,  on  the  average,  at  one  uniform  date  (usually  the  middle 
of  the  year — 1st  July),  and,  secondly,  that  aU  the  entrants  attain  a 
certain  age  (usually  the  age  next  birthday)  at  the  close  of  the  first  calendar 
year.  The  rate  of  mortality  is  thereafter  traced  through  each  succeeding 
calendar  year  from  1st  January  to  31st  December.  The  principle  here  laid 
down  will  be  satisfied  by  taking  the  mean  duration  {i.e.  the  difference 
between  the  calendar  years  of  entry  and  exit)  in  the  case  of  the  deaths ;  in 
other  words,  by  d^+t  we  here  understand  the  deaths  that  take  place  during 
the  {t  +  l)th  calendar  year. 

By  the  life  year  method  each  death  is  allocated  into  the  year  of  life 
during  which  it  occurred.  The  rate  of  mortality  is  deduced  from  birthday 
to  birthday,  so  that  by  d^^j^t  under  this  method  we  understand  the  deaths 
between  exact  ages  (x  +  t)  and  {x  +  t  +  V).  The  tabulated  age  at  death  will 
thus  require  to  be  the  age  last  birthday. 

When  we  come  to  examine  these  three  methods  we  notice,  in  the  first 
place,  that  select  tables  are  only  possible  of  deduction  by  means  of  a  policy 
year  method,  and  we  have  previously  referred  to  the  importance  of  these 
tables.  Dr.  Sprague  deduced  his  select  tables  from  the  H^  data  (collected 
on  the  calendar  year  principle)  by  means  of  an  extensive  system  of  inter- 
polation, but  his  tables,  however  ingenious,  can  be  said  to  give  only  approxi- 
mately the  rate  of  mortality  according  to  years  of  duration.  Mr.  A.  J. 
Finlaison  obtained  the  Government  Annuity  Select  Tables  (1883)  from 
data  collected  on  the  life  year  principle  by  making  assumptions  as  to  both 
age  at  entry  and  duration,  and  for  this  reason  these  tables  can  hardly  be 
properly  described  as  select  tables. 

Turning  to  aggregate  tables,  it  has  been  urged  on  behalf  of  the  life  year 
method  that  the  rates  of  mortality  obtained  thereby  are  those  found  to 
prevail  in  each  year  of  life.  This,  however,  is  not  quite  correct.  The 
assumption  is  usually  made  with  reference  to  the  new  entrants  that  the 
total  of  the  fractional  periods  lived  in  the  year  of  entry  between  ages 
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(x  - 1)  and  X  is  equivalent  to  that  number  of  new  entrants  at  precise 
age  {x-1),  and  exposed  to  risk  for  the  full  year  between  that  age  and  x. 
The  error  due  to  this  cause  has  been  proved  to  be  in  the  direction  of  over- 
estimating the  rate  of  mortality  in  the  year  of  entry,  A  corresponding 
assumption  is  made  in  the  case  of  the  withdrawals,  the  effect  of  which  is  to 
shghtly  under-estimate  the  rate  of  mortality. 

As  previously  stated,  an  aggregate  table  is  mainly  useful  for  valuation 
purposes.  It  has  therefore  been  urged,  with  regard  to  the  calendar  year 
method,  that  the  rates  of  mortality  thereby  deduced  accord  as  to  date  with 
the  actual  position  of  the  ofi&ce  at  the  time  of  its  investigation.  "What  we 
require,  however,  at  a  valuation  is  the  present  values  of  benefits  to  be  paid 
or  received  hereafter,  and  these  are  more  accurately  obtained  by  the  policy 
year  method,  where  nearest  ages  are  the  basis  of  the  rates  of  mortality.  If 
we  examine  the  components  of  the  calendar  year  exposed  to  risk  formula, 
we  observe  that  the  assumption  is  made  that  the  rate  of  mortality  between 
date  of  entry  and  the  following  31st  December  is  applicable  to  the  whole 
year  of  entry ;  similarly  with  regard  to  withdrawals.  We  usually  assume 
that  the  entries  and  withdrawals  take  place  on  the  average  upon  the  same 
date.  The  result  of  these  assumptions  is  to  exclude  from  the  observations 
those  who  enter  and  withdraw  in  the  same  calendar  year.  The  fact  that 
the  valuation  dates  of  insurance  ofl&ces  vary  ;  the  difficulty  in  arriving  even 
approximately  at  the  average  age  attained  by  the  31st  December  following 
entry,  a  difficulty  increased  by  the  present  day  tendency  towards  effecting 
endowment  assurances  and  other  special  class  policies  where  there  is  not 
the  same  incentive  to  antedate  to  avoid  a  birthday,  and,  even  as  regards 
whole  life  assurances,  the  practice  in  some  ofl&ces  of  charging  premiums  at 
half  or  even  quarter  ages ;  the  difficulty  in  obtaining  an  idea  as  to  the 
average  dates  of  entry  and  withdrawal ; — all  these  operate  against  this 
method  as  a  means  of  deducing  mortality  experience. 

If  consideration  be  confined  to  the  question  of  data,  it  must  be  confessed 
that  the  calendar  year  method  is  deserving  of  attention.  By  this  system 
the  main  data  required  are  the  age  assumed  to  be  attained  by  the  31st 
December  following  entry  (usually  the  age  next  birthday)  and  the  calendar 
years  of  entry  and  exit,  while  by  either  of  the  other  methods  we  require  the 
three  exact  dates  of  birth,  entry,  and  exit.  On  looking  into  the  practical 
working  of  the  methods  as  afterwards  described  we  shall,  however,  find  that 
the  advantage  here  referred  to  is  of  no  great  moment. 

For  present  day  purposes  a  policy  year  investigation  is  practically  a 
sine  qua  non.  For  the  calculation  of  premiums,  particularly  option 
premiums;  to  enable  the  true  reserves  to  be  computed  for  comparison 
with  these  retained  by  the  office  based  for  practical  reasons  upon  aggregate 
statistics;  for  the  examination  of  mortality  experiences;  and  for  many 
other  purposes, — a  policy  year  method  is  almost  indispensable. 

Policy  Year  Method 

The  condition  of  a  policy  year  method  is  the  allocation  of  the  deaths 
into  the  correct  policy  year,  which  principle  is  satisfied  by  taking  the 
duration  in  their  case  as  curtate. 

It  is  desirable  to  base  our  conclusions  upon  the  mortality  experience  of 
a  limited  period,  say — as  in  the  British  Offices'  Life  Experience,  1893 — to 
the  last  thirty  years,  and  to  discard  the  data  of  previous  generations, 
possibly  inapplicable  to  the  experience  under  review,  and  in  our  further 
considerations  with  reference  to  policy  and  calendar  years  we  shall  assume 
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that  we  are  tracing  the  rate  of  mortality  during  the  period  from  the 
anniversary  in  1863  or  subsequent  entry  to  the  anniversary  in  1893  or 
previous  exit. 

It  is  advisable  to  confine  the  main  investigation  to  the  experience  of 
healthy  males  and  females  respectively  resident  in  this  country.  Lives 
rated  up  on  account  of  health  or  occupation,  or  for  foreign  residence,  should 
be  excluded  from  an  investigation  into  the  rate  of  mortality  among  lives 
assured.  These  might  be  afterwards  classified,  and  each  section  separately 
dealt  with,  if  the  data  were  sufficient  for  this  purpose. 

Cards  should  be  written  giving  particulars  of  each  policy  that  comes 
within  the  limits  of  the  experience.  The  advantage  of  cards  is  that  by 
their  use  we  are  able  to  arrange  the  data  into  any  grouping.  The  object 
of  cutting  the  corner  off  the  card  is  to  ensure  a  uniform  arrangement  of 
the  particulars.  Differently  coloured  cards  would  be  required  for  males 
and  females  to  enable  the  rate  of  mortality  in  each  class  to  be  separately 
investigated.  The  following  is  the  form  of  card  adopted  in  the  British 
Offices'  Life  Experience,  1893  :— 

NO £ 

CLASS PROFIT  OR  NOT 


LIFE 


DATE—                    D.         M. 
OF  BIRTH  . 

YEAR. 

OF  ENTRY - 

18 

In  1863 - 

1863 
18 

OF  EXIT - 

Duration  before  1863 

Duration  of  Policy 

Age  at  Entry    .                 .... 

„    in  1863        

„    at  Exit        

MODE  OF  EXIT  ( ) 


REMARKS 


The  particulars  in  heavy  type  are  filled  in  from  the  office  records,  the 
other  information  being  calculated  in  accordance  with  some  of  the  various 
methods  of  forming  mortality  tables.  A  few  remarks  re  the  particulars 
required  may  here  be  given : — 

The  number  of  the  policy  is  convenient  for  reference. 

The  rate  of  mortality  is  found  to  vary  with  the  amount  of  the  assurance 
effected,  and  the  experience  of  this  and  other  countries  does  not,  as  already 
indicated,  permit  of  a  general  finding.  It  is  advisable,  then,  that  the 
experience  of  each  group  of  offices  should  be  investigated  from  the  most 
recent  data.     Hence  the  insertion  of  the  sum  assured. 

The  rate  of  mortahty  varies  according  to  the  classes  of  assurance  under 
which  the  policies  are  effected.  If  the  data  be  considerable,  it  would  be 
certainly  advisable  to  form  select  mortalitj'  tables  in  respect  of  the 
principal  classes,  such  as  Whole  Life,  Endowment  Assurances,  Short  Term 
Assurances,  etc. 
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Participating  and  non  -  participating  policies  should  be  dealt  with 
separately.  The  latter  class  of  policy  being  effected  chiefly  for  financial 
reasons,  it  is  found  that  the  rate  of  mortality  in  this  section  is  heavier  than 
in  the  participating  class. 

The  name  of  the  life  assured  is  necessary  when  we  come  to  eliminate 
duplicates.  For  the  purpose  of  such  elimination  the  cards  are  arranged 
according  to  date  of  birth,  the  cards  for  each  date  of  birth  being  in  turn 
arranged  according  to  the  name  of  the  life  assured. 

The  exact  dates  of  birth,  entry,  and  exit  will  require  to  be  supplied. 

The  mode  of  exit  should  be  indicated  by  some  distinctive  symbol,  such  as 
E  if  existing  at  the  close  of  the  observations ; 
D  if  died ; 

W  if  withdrawn  voluntarily ; 

T  if  terminated  otherwise  than  by  voluntary  withdrawal,  such  as  en- 
dowment assurances  maturing,  short  term  assurances  expiring,  etc. 

The  age  at  entry  may  be  taken  out  in  various  ways,  such  as  (1)  the 
nearest  age  at  date  of  entry,  (2)  the  mean  age  at  entry,  i.e.  the  difference 
between  the  calendar  years  of  birth  and  entry,  or  (3)  the  age  next  birthday 
at  entry.  The  first  method  is  in  general  to  be  advocated,  on  account  of  the 
fact  that  it  can  never  be  more  than  six  months  wrong  in  an  individual 
case. 

The  duration  for  the  withdrawals  may  be  computed  in  three  different 
ways — (1)  nearest  duration,  (2)  exact  duration,  and  (3)  curtate  duration. 
The  effect  of  each  of  these  methods  on  the  exposed  to  risk  formula  will  be 
separately  considered. 

Nearest  Duration  Method 

Select  Tables 

The  age  at  entry  is  the  nearest  age  at  entry.^ 

The  duration  before  1863  will  be  the  difference  between  1863  and  the 
year  of  entry. 

The  duration  of  the  policy  depends  upon  the  mode  of  exit : — 

If  Existing,  the  difference  between  1893  and  the  year  of  entry. 

If  Discontinued,  the  nearest  duration,  obtained  from  the  dates  of 

entry  and  exit. 
If  Died,  the  curtate  duration. 
The  first  arrangement  of  the  cards  is  according  to  age  at  entry.     Simul- 
taneous policies  should  be  eliminated. 

The  cards  in  respect  of  each  age  at  entry  would  then  be  subdivided  into 
duration  before  1863,  and  the  numbers  counted  and  tabulated  in  column  (2) 
of  the  following  Schedule  opposite  the  appropriate  duration  : — 

Age  at  Entry  a;— Males 


Dura- 
tion. 

t 
(1) 

New  Entrants 
nd  Survivors. 

(2) 

Existing. 
(8) 

Discontinued. 
(4) 

Died. 
(6) 

Exposed  to 
Bisk. 

(6) 

Bate  of 
Mortality. 

(7) 

0 
1 
2 
3 

^  See  form  of  card,  p.  102. 
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The  cards  of  all  durations  in  the  group  (i.e.  all  at  entry  x  in  the  present 
instance)  should  then  be  cast  together  and  arranged  in  sub-groups  according 
to  mode  of  exit — Existing,  Discontinued,  or  Died.  The  Existing  should 
then  be  grouped  according  to  the  duration  of  the  policy,  and  their  numbers 
counted  and  tabulated  in  column  (3)  of  the  Schedule.  Similarly  with  the 
Discontinued  and  Died. 

The  Exposed  to  Risk  at  age  ([«]  +  t)  is  the  number  of  years  of  life  lived 
between  ages  {[x]  +  t)  and  ([a;]  +  ^  +  1),  and  hence  we  have 

where  E[a;]+f    =  Exposed  to  risk  at  age  {[po]  +  t),  column  (6), 

S[x\+t  =  Survivors  at  age  ([a?]  + 1),  i.e.  those  who  entered  at  age  x, 
and  who  have  been  t  years  on  the  books  at  the  anniver- 
sary of  the  date  of  entry  in  1863,  column  (2), 

e[3.ij^t  =  Existing  at  close  of  observations  at  age  ([«]  + 1),  i.e.  those 
who  entered  at  age  x,  and  who  have  been  t  years  on  the 
books  at  the  anniversary,  in  1893,  of  the  date  of  entry, 
column  (3). 

W[x]+t    =  Withdrawals  at  assumed  exact  age  {[x]  +  t),  column  (4). 

«?t^]+t_i  =  Deaths  between  ages  {[x]  +  ^  -  1)  and  ([»]  +  t),  column  (5), 

and      2'[a:]+t     =^nr^^  =  Rate  of  mortality  at  age  {[x]  +  t),  column  (7). 

Aggregate  Table 

The  age  in  1863  is  the  age  at  entry  plus  the  duration  before  1863. 

The  age  at  exit  is  the  age  at  entry  plus  the  duration  of  the  policy. 

Duplicate  policies  should  be  eliminated. 

The  first  arrangement  of  the  cards  will  be  into  New  Entrants  and 
Survivors.  The  former  will  be  arranged  according  to  the  age  at  entry,  the 
latter  according  to  the  age  in  1863,  and  their  numbers  counted  and  tabulated 
in  columns  (2)  and  (3)  respectively  of  the  following  Schedule : — 


Aggregate  Table— Males 

Age. 

X 

(1) 

New 
Entrants. 

(2) 

Survivors, 
(3) 

Existing. 
(4) 

Discon- 
tinued. 

(5) 

Died. 
(6) 

Exposed  to 
Risk. 

(7) 

Rate  of 

Mortality. 

9x 

(8) 

All  the  cards  should  then  be  cast,  and  arranged  according  to  mode  of 
exit,  whether  Existing,  Discontinued,  or  Died.  The  Existing  should  then 
be  grouped  according  to  age  at  exit,  and  their  numbers  counted  and  tabu- 
lated in  column  (4)  of  the  Schedule.  Similarly  with  the  Discontinued  and 
Died. 

The  Exposed  to  Risk  at  age  x — 


and 


Ea,  =  E^_i  +  s^  +  na,-'w^-e^-  d^.^ 
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Wj.  denotes  the  new  entrants  at  age  x  between  1863  and  1893,  the  other 
symbols  being  as  before. 

Ultimate  Table 

Examination  of  the  Select  Tables  of  Mortality  for  the  several  ages  at 
entry  would  doubtless  indicate  that,  after  the  lapse  of  a  number  of  years, 
the  advantage  of  selection  became  unimportant,  and  that  thereafter  the 
rate  of  mortality  seemed  to  be  a  function  of  the  age  attained  only  irre- 
spective of  the  age  at  entry.  It  might  therefore  be  considered  expedient  to 
deduce  the  select  rates  of  mortality  during  the  probationary  period  only,  the 
rates  of  mortality  thereafter  being  those  of  the  Ultimate  Table.  To  obtain 
the  rates  of  the  Ultimate  Table,  it  will  be  necessary  to  eliminate  that 
portion  of  the  experience  where  the  duration  of  the  policy  is  less  than  the 
period  of  selection,  and  to  change  the  age  at  entry  or  the  age  in  1863,  as 
the  case  may  be,  to  the  age  at  which  the  lives  enter  into  the  ultimate 
experience.     Thereafter  we  proceed  as  in  the  case  of  the  Aggregate  Table. 

Exact  Dukation  Method 
Select  Tables 

The  age  at  entry  is,  as  before,  the  nearest  age  at  entry. 

The  duration  of  the  pohcy  in  the  case  of  the  Existing  and  Died  does  not 
vary. 

The  duration  in  the  case  of  the  Discontinued  is  the  exact  duration 
correct  to  one  decimal  place. 

The  arrangement  of  the  cards  is  the  same  as  in  the  case  of  the  Nearest 
Duration  Method.  The  total  of  the  decimal  portion  lived  by  the  Discon- 
tinued in  each  year  of  duration  will  require  to  be  summed  and  placed  in 
heavy  characters  below  the  integral  figure  representing  the  number  of 
cards. 

The  Schedule  will  work  out  as  follows : — 


Age  at  Entry  ic— Males 


Dura- 
tion. 

New  Entrants 
and  Survivors. 

Existing. 

Discontinued. 

Died. 

Exposed  to 
Risli. 

Rate  of 
Mortality. 

t 

«[«]+« 

*[«]+« 

"^w+t 

%^+t 

^M+t 

«W+* 

a) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

and 


For  the  Exposed  to  Eisk  at  age  ([«]  +  t)  we  have — 

E[a,]+t  =  E[a;]+e-i  +  S[x]+t  -  ^[x]+t  -  '^M+t  -  ^[x]+t-i  +  '^\x]+t  ~  '^  [x]+t-v 

^  _  ^[X]  +  t 

^m+t  —  'p 

^lx]+t 


«7'[a;]+t  denotes  the  total  of  the  decimal  portions  lived  during  the  (t  +  l)th 
year  of  duration  by  these  who  entered  at  age  x,  attained  age  (x  + 1),  and 
withdrew  during  the  following  year. 
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Aggregate  Table 

The  age  at  exit  will  be  obtained,  as  before,  by  adding  the  duration  of  the 
policy  to  the  age  at  entry. 

The  cards  representing  the  Discontinued  wiU  require  to  be  arranged 
according  to  age  at  exit,  and  their  number  counted  and  recorded  in  the 
schedule.  The  total  of  the  decimal  portion  lived  after  the  age  at  exit  will 
then  require  to  be  summed  and  placed  in  heavy  characters  below  the  figure 
representing  the  number  of  the  cards.  With  this  exception,  the  arrange- 
ment of  the  cards  is  as  previously  described. 

The  Schedule  wiU  work  out  as  follows : — 


Agoreoate  Table— Males 

Age. 

z 

0) 

New 

Entrants. 

n 

a 
(2) 

iurvivors 

« 

X 

(8) 

ExistlnK. 
e 

X 

(4) 

Discon- 
tinued 

w 

X 

w> 

X 

(6) 

Died 
d 

X 

(6) 

Exposed  to 

Risk. 

E 

X 

(7) 

Rate  of 
Mortality 

(8) 

and 


The  Exposed  to  Kisk  at  age  x — 

Ea,=Ea,_i  +  s^-¥n^-w^-e^-dx.^  +  w'^  -  w'^.^, 
d^ 


CuKTATE  Duration  Method 
Select  Tables 

The  only  modification  is  in  the  case  of  the  Discontinued,  where  the 
duration  of  the  policy  will  now  be  the  curtate  duration. 

The  arrangement  of  the  cards  will  be  as  previously  described.  The 
Schedule  will  work  out  as  follows : — 


Age 

AT  Entry 

a;— Males 

Dura- 
tion. 

New  Entrants 
and  Survivors. 

Existing. 

Discontinued. 

Died. 

Exposed  to 
Risk. 

Rate  of 
MortaUty. 

t 

*[«]+« 

%c-\+t 

"-[xm 

^xWt 

%l+« 

2W+t 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

For  the  Exposed  to  Eisk  at  age  ([a]  +  t)  we  have — 


and 


d[. 


_  ^[x]+t 


'''[X]+t 
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Aggregate  Table 

The  age  at  exit  will  be  obtained,  as  hitherto,  by  adding  the  duration  of 
the  policy  to  the  age  at  entry. 

The  arrangement  of  the  cards  is  as  previously  described.  The  Schedule 
will  work  out  as  follows : — 


Aggregate  Table— Males 


Age. 

X 

(1) 

New 

Entrants. 

n 

X 

(2) 

Survivors. 

s 

X 

(3) 

Existing. 
« 

X 

(4) 

Discon 

tinued. 

w 

X 

(5) 

Died. 

d 

(6) 

Exposed  to 
Risk. 

E 

X 

(7) 

Rate  of 
Mortality. 

(8) 

For  the  Exposed  to  Eisk  at  age  x  we  have — 


and 


^z 


Eeviewing  these  three  methods  of  forming  a  mortality  table  by  policy 
years,  we  observe  in  the  first  place  that  the  nearest  duration  method  has 
the  advantage  over  the  exact  duration,  that  it  avoids  the  use  of  fractions. 
It  proceeds  upon  the  assumption  that  those  withdrawals  that  do  not  take 
place  at  the  end  of  years  occur  at  uniform  intervals  throughout  the  year, 
so  that,  by  taking  the  nearest  duration  in  every  case,  we  in  effect  get  the 
exact  duration.  In  this  connection  it  should  be  remembered  that  in  life 
assurance  practice,  withdrawals  chiefly  occur  at  definite  periods,  namely, 
when  premiums  faU  due,  and  that  the  great  majority  of  policies  are  by 
yearly  premiums. 

Again,  as  regards  the  exact  duration  method,  it  should  be  noticed  that 
the  term  "  exact "  refers  to  the  calculation  of  the  duration  and  not  to  the 
method  of  forming  the  table.  In  the  deduction  of  the  rates  of  mortality 
by  this  method,  we  assume  for  example  that  the  same  number  of  deaths 
will  take  place  among  n  persons  between  durations  m  and  (w  + 1)  as 
among  2n  persons  between  durations  m  and  (m  +  ^),  which  is  not  altogether 
correct.  The  error  due  to  this  hypothesis  has  the  effect  of  under-estimating 
the  rate  of  mortality. 

By  the  curtate  duration  method,  withdrawals  are  looked  upon  as 
occurring  uniformly  during  the  year.  The  method  is  therefore  inapplicable 
to  life  assurance  experiences,  since  it  assumes  that  the  rate  of  withdrawal 
is  a  contiQUous  function  operating  uniformly  throughout  the  year,  while, 
as  already  stated,  the  majority  of  withdrawals  takes  place  at  definite  periods 
— chiefly  at  the  end  of  the  year.  For  deducing  the  rates  of  mortality  and 
withdrawal  of  say  a  service  fund  or  clerk's  association  where  withdrawal 
is  not  a  voluntary  act,  the  method  is  perhaps  the  simplest  in  application, 
and  does  not  then  carry  the  objection  of  incorrectly  allocating  the 
withdrawals. 
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Formation  of  the  Select  Tables 

The  rates  of  mortality  being  deduced,  it  will  be  necessary  to  apply 
some  method  of  graduation  in  order  to  correct  possible  errors  in  the  records 
and  to  eliminate  irregularities.  It  is  frequently  more  convenient  to  work 
with  the  algebraical  expressions  for  the  probability  of  life  than  with  those 
for  the  probability  of  death.  It  being  certain  that  a  man  must  either  live 
to  the  end  of  the  year  or  die  during  the  year  it  follows  that  the  difference 
between  certainty  (represented  by  unity)  and  the  probability  of  death, 
must  be  the  probability  of  life.  By  taking,  therefore,  the  arithmetical 
complements  of  the  graduated  rates  of  mortality,  we  obtain  a  table  of  the 
probability  of  living. 

The  most  obvious  method  of  computing  the  number  living  at  the 
successive  ages  in  life  tables  would  be  to  assume  the  same  radix  at  each 
age  at  entry  of  the  select  tables  and  to  multiply  continuously  by  the 
successive  probabilities  of  living.  This  method,  however,  on  account  of 
the  extent  of  the  tables  and  the  arithmetical  labour  consequently  involved, 
would  not  be  advisable.  It  is  therefore  usual  to  first  compute  the  number 
living  column  of  the  Ultimate  Table  by  assuming  a  radix  at  the  initial  age, 
and  pass  from  these  figures  to  the  similar  column  in. the  Select  Tables.  Thus, 
assuming  x  to  be  the  first  age  in  the  table,  n  the  number  of  years  during 
which  selection  continues,  Ix  the  radix  of  the  Ultimate  Table,  we  have 

h^Px  =  ^x+v  h+i  X  Px+i  =  ix+2>  etc. 
Pz+i,  etc.,  are  the  adjusted  probabilities  of  living  of  the  Ultimate 


where  p^ 

Table.  _ 

Then,  dividing  Ix+n  ultimate  ^J  P[x]+n-i  {^  age  at  entry,  n  - 
we  have  l[x]+n-v  Dividing  l[x]+n-x  by  Pix^n-^  we  have  l[xi+n- 
back  to  l[x\.     Similarly  for  any  other  age  at  entry. 

The  final  Table  will  be  in  the  following  form : — 


1  duration) 
,  and  so  on 


Year  Elapsed  since  Date  of  Assurance. 

Age  at 
Entry. 

Age 
Attained. 

0. 

1. 

2. 

3. 

4. 

5. 

6. 

T. 

8. 

9. 

10  or  more. 

W 

'[x] 

Wl 

Wa 

hx\+z 

h'\¥A 

hz\+i 

We 

hx■\+^ 

\x\+i 

Wb 

Wio 

z+lO 

Another  method  would  be  to  assume  a  radix  at  the  initial  age  at  entry, 
say  X.  l[x]  X  2?[a;]  =  kx]+i,  hx]+\  ^  Pm+i  =  ^[a;]+2.  ^-nd  so  on,  making  use  of  the 
ultimate  probabilities  of  living  after  ten  years.  This  would  give  us  the 
number  Uving  values  opposite  age  at  entry  x  and  the  whole  of  these  in  the  age 
attained  column.     Then  dividing  Ix+n+i  ultimate  by  pix+i]+n-i  ([*  +  1]  age 

'[x+i]+n-r      Dividing   l^x+i]+n-i   by 
on  back  to  l[x+i]-     Similarly  for  any 


at   entry,  (n-l)   duration)  we   have 
Pix+i]+n-2>  we  have  l^x+i]+n-2  and  so 
other  age  at  entry. 

Calendar  Year  Method 

The  principle  of  the  Calendar  Year  Method  is,  as  previously  stated,  the 
allocation  of  the  deaths  into  the  correct  calendar  year.     This  condition  will 
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be  satisfied  by  taking  the  period  of  exposure  in  these  cases  as  the  mean 
duration. 

The  form  of  card  will  be  simplified.     The  particulars  required  are  the 
following : — 


NO 

CLASS. 

LIFE  I 


PROFIT  OR  NOT. 


CALENDAR  YEAR— 

OF   ENTRY. 

18 

1863 

18 

OF  EXIT 

Duration  before  1863 

Duration  of  Policy 

Age  at  Entry    

„     in  1863        

„     at  Exit        

MODE  OF  EXIT  ( ) 


REMARKS. 


It  is  essential  in  the  first  place  to  examine  the  statistics  to  enable 
estimates  to  be  formed  as  to  the  average  period  lived  between  the  dates  of 
entry  and  the  following  31st  December,  and  between  the  exact  age  at 
entry  and  the  age  next  birthday.  In  our  further  considerations  regarding 
this  method,  we  shall  assume,  as  in  the  H^  observations,  that  the  average 
period  is  in  each  case  six  months. 

It  has  been  stated  that  it  is  not  theoretically  possible,  either  by  the 
Calendar  Year  or  Life  Year  method,  to  obtain  select  tables.  Select  tables 
give  us  the  rates  of  mortality  experienced  in  each  successive  year  of 
duration  counting  from  the  date  of  entry,  and  it  is  obvious  that  these  can 
only  be  obtained  by  tabulating  the  deaths  in  the  correct  policy  year.  In 
our  remarks  regarding  the  Calendar  and  Life  Year  methods,  reference  will 
therefore  be  made  to  aggregate  tables  only. 

The  age  at  entry  is  the  age  next  birthday. 

The  duration  before  1863  is  the  difference  between  1863  and  the  year 
of  entry. 

The  duration  of  the  policy  is  in  all  cases  the  mean  duration,  i.e.  the 
difference  between  the  calendar  years  of  entry  and  exit. 

The  age  in  1863  is  the  age  at  entry  plus  the  duration  before 
1863. 

The  age  at  exit  is  the  age  at  entry  plus  the  duration  of  the 
policy. 

Duplicate  polices  should  be  eliminated. 

The  first  division  of  the  cards  will  be  into  new  entrants  and  survivors. 
The  former  will  be  arranged  according  to  age  at  entry,  the  latter  according 
to  age  in  1863,  and  their  respective  numbers  counted  and  tabulated  in 
columns  (2)  and  (3)  of  the  following  Schedule,  opposite  the  appropriate 
age :— 
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Age. 

X 

New 

Butranta. 

n 

Survivora. 
« 

a 
(8) 

Existing. 

« 

a 

(4) 

Dis- 
continued, 
w 

a 

(6) 

Died 

d 

a 

(«) 

Exposed 

to  Risk. 

E 
a 

Rate  of 
Mortality. 

(8) 

The  cjards  would  then  be  cast  and  arranged  into  Existing,  Discontinued, 
and  Died.  Thereafter  each  of  these  would  be  subdivided  according  to  age  at 
exit,  and  their  numbers  counted  and  tabulated  in  columns  (4),  (5),  and  (6) 
respectively  of  the  above  Schedule. 

The  Exposed  to  Risk — 


E«  =  Ex_,  +  |(Sa,  +  Sa,+0  +  K%  +  n^+i)  -  K^«  +  '^x+i)  -  h(^x+ex+i)  -  4 


and 


qx  = 


Efl! 


It  might  be  more  convenient  to  close  the  observations  upon  the  31st 
December  1893,  in  which  case  e^  would  be  substituted  for  ^e^  +  «a;+i)  in 
the  Exposed  to  Risk  formula.  Or  again,  it  might  be  further  decided  to  make 
the  period  of  observations  from  1st  January  1864  to  31st  December  1893, 
in  which  case  s^  would  take  the  place  of  |(Sa;  +  Sa;+i). 

Life  Year  Method 

The  essential  condition  of  the  Life  Year  Method  has  been  stated  to  be 
the  allocation  of  the  deaths  in  the  correct  life  year.  This  principle  will  be 
satisfied  by  inserting  the  age  last  birthday  in  the  card  in  the  case  of  the 
deaths,  d^  will  then  denote  the  deaths  between  exact  ages  x  and  (»  +  1)  if 
X  be  the  age  last  birthday. 

In  the  case  of  the  Life  Year  Method  it  would  be  simpler  to  trace  the 
rate  of  mortahty  from  the  birthday  in  1863,  in  the  case  of  entrants  prior 
to  that  date  to  the  birthday  in  1893  or  previous  exit.  This  would  avoid 
fractions  as  regards  both  survivors  and  existing. 

The  age  at  entry  is  the  difference  between  the  dates  of  birth  and  entry 
correct  to  one  decimal  place. 

The  age  in  1863  is  the  difference  between  1863  and  the  year  of  birth. 
The  age  at  exit  depends  upon  the  mode  of  exit. 

If  Existing,  it  will  be  the  difference  between  1893  and  the  year  of 

birth. 
If  Discontinued,  the  difference  between  the  dates  of  birth  and  exit 

correct  to  one  decimal  place. 
If  Died,  the  age  last  birthday  at  date  of  death. 
Duplicate  poHcies  should  be  eliminated. 

The  first  arrangement  of  the  cards  will,  as  before,  be  into  New  Entrants 
and  Survivors.  The  former  will  be  arranged  according  to  age  at  entry, 
the  latter  according  to  age  in  1863,  and  their  respective  numbers  counted 
and  tabulated  in  columns  (2)  and  (3)  of  the  Schedule  opposite  the 
appropriate  age.     In  the  case  of  the  New  Entrants,  the  sum  of  the  decimal 
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period  lived  before  date  of  entry  will  require  to  be  scheduled  in  heavy 
characters  below  the  number  of  cards. 


Aggregate  Table— Males. 

Age. 

X 

(1) 

Hew 

Entrants. 

n 

n' 

X 

(2) 

Survivors. 
s 

X 

(8) 

Existing. 
e 

(4) 

Discon- 
tinued, 
w 

J° 

X 

(5) 

Died. 
d 

X 

(6) 

Exposed 

toKisk. 

E 

X 

Rate  of 
Mortality. 

(8) 

The  cards  would  then  be  cast,  and  arranged  into  Existing,  Discontinued, 
and  Died.  Each  of  these  would  be  subdivided  according  to  age  at  exit, 
and  their  numbers  counted  and  tabulated  in  columns  (4),  (5),  and  (6) 
respectively  of  the  above  Schedule.  The  sum  of  the  decimal  periods  lived 
after  the  integral  age  in  the  case  of  the  Discontinued  will  require  to  be 
scheduled  in  heavy  characters  below  the  number  of  cards. 

The  Exposed  to  Eisk — 


and 


EjB  =  Ea,_i  +  S^  +  %  -  Wa;  -  ^a;  -  d^.^  +  W'x  -  W'^.^  -  n'^  +  W'a;-i, 

_dx 

^"~e; 


K  it  were  decided  to  trace  the  rate  of  mortahty  from  the  anniversary 
of  the  date  of  effecting  the  Policy  in  1863  to  the  corresponding  anniversary 
in  1893,  we  would  introduce  fractional  ages  into  both  the  Survivors  and 
Existing.  The  formula  for  the  Exposed  to  Eisk  would,  under  these 
conditions,  become 


and 


dx 


7i'  here  denotes  the  sum  of  the  fractional  periods  lived  between  the  date 

of  entry  and  the  date  of  birth  prior  to  entry ; 
s'  denotes  the  sum  of  the  fractional  periods  lived  between  the  anniversary 

of  the  date  of  entry  in  1863  and  the  date  of  birth  prior  to  that  date ; 
w'  denotes  the  sum  of  the  fractional  periods  lived  in  the  year  of  exit 

between  the  date  of  exit  and  the  date  of  birth  prior  to  exit ; 
e  denotes  the  sum  of  the  fractional  periods  lived  between  the  anniversary 

of  the  date  of  entry  in  1893  and  the  date  of  birth  prior  to  that  date. 

Examination  of  Mortality  Tables 

When  examining  tables  of  mortality  representing  the  aggregate  experi- 
ence of  assured  lives,  several  points  require  to  be  kept  in  view.  These 
have  already  been  generally  referred  to.  Briefly  recapitulated,  they  are 
as  follows : — 

(1)  The  extent  of  the  observations  that  go  to  form  the  experience  is 
an  important  feature.  It  is  obvious  that  the  more  extensive  the  data,  the 
more  reliable  the  results. 
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(2)  It  is  always  desirable  to  have  particulars  as  to  the  quality  of  the 
data — whether  females  have  been  excluded,  whether  lives  rated  up  for 
any  cause  whatever  have  been  eliminated,  etc. 

(3)  The  rate  of  mortality  varies  with  the  material  employed  in  the 
investigation,  whether  lives,  policies,  or  amounts. 

(4)  The  rate  of  mortality  at  any  age  attained  increases  with  the 
interval  elapsed  since  date  of  entry.  Much  then  depends  upon  the 
incidence  of  the  entrants  at  the  various  ages,  and  upon  the  duration  of 
the  contracts.  This  point  is  of  importance  when  comparing  the  rates  of 
mortality  experienced  under  different  classes  of  assurance,  or  when  examin- 
ing the  rates  of  mortality  of  a  complete  experience  with  one  where  the 
period  of  observation  is  limited  to  a  term  of  years. 

(5)  The  rate  of  mortality  varies  according  to  the  class  of  assurance 
under  which  the  policies  are  effected.  Put  generally,  results  would  seem 
to  lead  to  the  conclusion  that  the  lower  the  rate  of  premium,  the  higher  is 
the  mortality,  indicating  a  selection  against  the  offices  on  the  part  of  the 
assured. 

Expected  Deaths  and  Expected  Claims 

It  is  the  practice  of  the  majority  of  assurance  offices  to  examine  their 
mortality  experience  each  year  by  means  of  an  investigation  into  their 
expected  deaths  and  expected  claims,  and  in  the  annual  reports  of  the 
year's  operations,  one  may  frequently  observe  a  reference  to  the  fact  that 
the  actual  claims  have  been  only  a  percentage  of  those  expected  according 
to  the  mortality  table  assumed  in  the  valuation. 

To  this  end,  it  is  customary  to  complete  a  Schedule  of  the  following 
form : — 

Mortality  Experience,  1903. 
(1) 


Office  Year 
of  Birth. 

(1) 

Age 
Attained. 

(2) 

Net  Business  in  Force, 
3l8t  December  1902. 

New  Business,  1903. 

Business  Cancelled, 
1903. 

No.  of 
Lives. 

(3) 

Sum 
Assured. 

(4) 

No.  of 
Lives. 

(5) 

Sum 
Assured. 

(6) 

No.  of 

Lives. 

(7) 

Sum 
Assured 

(8) 

(2) 


Exposed  to  Risk,  1903., 

Mortality  Expected,  1903. 

Mortality  Experienced,  1903. 

No.  of  Lives. 
(«) 

Sum  Assured. 
(10) 

Deaths. 
(11) 

Claims. 
(12) 

Deaths.                 Claims. 
(13)                       (14) 

I 
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The  financial  years  of  offices  vary,  but  in  the  majority  of  cases  correspond 
with  the  calendar  year.     This  is  assumed  in  the  present  note. 

The  facts  are  arranged  according  to  "office  year  of  birth,"  thus,  for 
example,  those  born  between  Ist  July  1860  and  30th  June  1861  are 
grouped  under  1860,  and  held  to  have  been  born  on  the  3 Ist  December  of 
that  year.  The  advantage  of  this  arrangement  is  that  the  age  attained  on 
the  31st  December  of  any  year  is  integral.  The  age  attained  relates  to 
the  end  of  the  year  previous  to  that  investigated,  and  in  the  present 
investigation  would  be  the  difference  between  1902  and  the  office  year  of 
birth. 

Columns  (3)  and  (4)  are  filled  up  from  the  schedules  of  the  previous 
year  by  adding  to  the  corresponding  figures  in  that  schedule  the  1902  new 
business  and  deducting  the  sum  of  the  claims  experienced  and  the  cancels 
of  that  year.  The  new  business  transacted  during  1903  will  be  grouped 
according  to  the  office  year  of  birth,  and  particulars  inserted  in  columns 
(5)  and  (6)  of  the  schedule.  Similarly  with  the  cancels  and  claims. 
Cards  with  the  necessary  particulars  might  be  conveniently  employed  for 
this  purpose.  Throughout,  the  figures  inserted  will  be  net,  i.e.  under 
deduction  of  reassurances. 

Before  the  exposed  to  risk  can  be  calculated,  some  assumption  will 
require  to  be  made  as  to  the  movement  of  the  business  throughout  the 
year.  Making  the  assumption  that  the  new  business  and  the  cancels  are 
uniformly  distributed,  the  formula  for  ascertaining  the  number  of  lives 
exposed  to  risk  will  be — number  of  lives  in  existence  at  beginning  of  year 
plus  \  (new  entrants)  less  |  (withdrawals).  A  similar  formula  will  apply 
to  the  exposed  to  risk  in  respect  of  the  sum  assured. 

It  is  usual  to  assume  that  the  rates  of  mortaUty  expected  during  the 
year  are  those  of  the  table  employed  in  the  valuation.  The  exposed  to 
risk  at  each  age  {x)  during  the  year,  both  number  of  lives  and  sum  assured, 
will  accordingly  be  multiplied  by  the  q^  of  that  table  to  give  the  correspond- 
ing claims  expected.  The  figures  in  the  claims  expected  column  will  then 
be  summed,  and  the  totals  compared  with  the  corresponding  totals  of  the 
claims  experienced  during  the  year  under  investigation. 

It  wiU  be  observed  that  in  the  case  of  the  lives,  we  are  comparing 
E'a;  X  q^  with  d'x,  which  is  the  same  as  comparing  q^  with  q'^  (the  symbols 
accentuated  relating  to  the  actual  experience,  the  unaccentuated  to  the 
standard  table).  The  former  is  the  more  convenient  function  for  com- 
parison. The  data  for  each  age  will  be  few,  and  therefore  it  is  obvious 
that  the  rates  of  mortality  experienced  during  any  one  year  will  tend  to 
run  very  irregularly. 

It  does  not,  however,  foUow  that  because  say  the  H^  table  is  used  for 
valuation  purposes,  the  rates  of  mortality  experienced  by  the  office  should 
accord  with  those  of  the  H^  table.  It  is  well  known  that  an  aggregate 
table  of  mortality  is  employed  for  valuation  purposes  only  as  a  sort  of 
compromise.  In  the  case  of  a  young  office,  the  rates  of  mortality  ex- 
perienced during  the  year  should  be  lighter  than  tho§e  of  the  H^  table, 
but  then  the  expenses  will  be  heavier  than  is  provided  for  by  the  difference 
between  the  office  and  the  valuation  net  premiums,  so  that  although  such 
an  office  might  be  perfectly  justified  in  adopting  the  H^  table  for  purposes 
of  valuation,  it  does  not  follow  that  for  mortality  investigation  the  rates 
of  mortality  expected  should  be  those  of  that  table.  Several  offices  draw 
up  two  schedules  in  form  similar  to  that  given,  the  first  containing 
particulars  of  the  business  less  than  five  years  in  force,  and  the  second 
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containing  the  rest  of  the  business.  The  figures  in  the  first  schedule  are 
multiplied  by  the  rates  of  mortality  of  the  H^^°"*^  table  {i.e.  an  aggregate 
table  of  mortality  based  upon  that  portion  of  the  Institute  1869  data 
discarded  in  forming  the  H^^^^  table),  or  by  the  q[x-2]+2  taken  from  Dr. 
Sprague's  Select  Tables.  The  figures  in  the  second  section  will  be 
multiplied  by  the  H^^*^  rates  of  mortality.  The  sum  of  the  claims  expected 
totals  of  these  two  schedules  will  be  compared  with  the  claims  actually 
experienced. 

When,  however,  we  examine  the  comparison  of  claims  expected  with 
claims  experienced,  it  will  be  noticed  that  we  are  multiplying  together 
functions  of  a  heterogeneous  nature,  namely,  an  exposed  to  risk  based 
upon  sums  assured,  and  a  rate  of  mortality  computed  with  reference  to 
lives.  Obviously,  the  rates  that  should  here  be  employed  are  the  rates  of 
financial  loss,  which,  as  already  indicated,  vary  materially  from  the  rates 
of  mortality. 

It  must,  however,  be  borne  in  mind  concerning  the  results  of  an 
expected  claims  investigation,  that  the  difference  between  the  actual  and 
the  expected  claims  in  no  sense  represents  profit  or  loss  from  mortality. 
Any  true  investigation  would  require  to  take  account  of  the  reserve  value 
held  by  the  office  against  the  payment  of  the  sum  assured.  It  is  obvious 
that  the  loss  to  the  office  in  the  case  of  a  claim  is  not  the  sum  assured  but 
the  difference  between  this  and  the  reserve  value.  Moreover,  the  net 
premiums  received  by  the  office  are  not  invested  as  received  and  held  by 
the  office  in  respect  of  the  particular  contract  under  which  they  are 
received.  The  reserve  held  by  the  office  at  the  beginning  of  the  year, 
together  with  the  net  premium  then  paid,  both  accumulated  to  the  end 
of  the  year,  provide  two  things : — 

(1)  The  reserve  value  required  at  the  end  of  the  year ;  and 

(2)  A  contribution  towards  mortality  risk. 

The  total  of  the  contributions  to  mortality  during  the  year  would  require 
to  be  compared  with  the  net  loss  to  the  office  in  respect  of  the  claims,  i.e. 
the  difference  between  the  sums  assured  and  the  reserve  values, — the 
balance  between  these  totals  representing  profit  or  loss  from  mortality. 

In  the  annual  reports  issued  by  insurance  companies,  one  may  some- 
times observe  a  table  giving  the  distribution  of  the  claims  experienced 
according  to  the  age  attained  at  death.  Such  a  table,  however,  conveys 
but  little  information  regarding  the  mortality  experience  of  the  company. 
It  is  obvious  that  much  would  depend  on  a  variety  of  considerations,  such 
as  the  average  age  at  entry  and  the  class  of  assurance  effected.  A  company 
transacting  little  Whole  Life  business,  and  that  chiefly  at  the  younger 
ages  at  entry,  but  doing  a  large  Endowment  Assurance  business,  would 
tend  to  compare  unfavourably  in  such  a  comparison  with  another  office 
doing  very  little  Endowment  Assurance  business  and  a  considerable  volume 
of  Whole  Life  business  chiefly  at  the  older  ages  at  entry.  We  could  not 
conclude  that  merely  for  this  reason  the  profit  from  mortality  in  the  first 
company  is  less  than  in  the  second. 

ExTKA  Mortality. 

The  rate  of  mortality  among  lives  assured  exposed  to  extra  risk  on 
account  of  climate,  occupation,  or  personal  or  family  history,  can  only  be 
satisfactorily  investigated  by  means  of  select  tables  giving  the  rate  of 
mortality  at  each  age  at  entry  in  each  successive  year  of  duration.  In  this 
way  alone  can  the  incidence  of  the  extra  risk,  with  its  resulting  effect  on 
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the  class  of  assurance,  be  noted.  As  illustrating  the  effect  upon  premiums 
of  extra  mortality  equal  in  amount  but  distributed  in  different  manner 
throughout  the  period  of  life,  the  following  figures  extracted  from  Messrs. 
F.  W.  White  and  W.  J.  Whittall's  paper  on  "  Extra  Mortality  "  {Journal 
of  the  Institute  of  Actuaries,  xxiv.  385)  are  submitted  : — 

Table  I. — Extra  premiums  required  for  different  classes  of  assurance,  where  the 
extra  risk  is  small  at  first  but  increases  throughout.  This  includes  cases  of 
general  not  particular  weakness,  often  hereditary,  which  may  be  represented 
by  an  increase  in  the  age,  such  as  a  tendency  to  gout.  This  is  the  commonest 
form  of  "  rating  up  "  and  is  at  present  frequently  employed  incorrectly. 


Age. 

Whole  Life 
Assurance. 

Tenn  Assurance,  i 

Endowment  Assurance. 

8  Years. 

15  Years.                      30  Years. 

20 
30 

40 

£     s.     d. 
0     9     1 

0  14     2 

1  4     3 

s.     d. 

2     6 

5     0 

12     0 

s.    d. 

2  0 

3  9 
9     6 

s.     d. 
3     6 
7     6 

Table  II. — Extra  premiums  required  for  different  classes  of  assurance,  where  the 
extra  risk  is  uniformly  distributed.  Examples  of  this  are  heart  disease, 
certain  occupations  involving  "accidental  risk,"  and  in  practice  liquor 
traflBic  risk. 


Age. 

Whole  Life 

Term  Assurance. 
S  Years. 

Endowment  Assurance. 

Assurance. 

15  Years. 

30  Years. 

20 
30 
40 

s.     d. 
15     0 
14     6 
13  11 

s.     d. 
18     6 
18     6 
18     6 

«.     d. 
10     6 
10     7 
10     8 

s.     d. 
12     8 
12     9 

Table  III. — Extra  premiums  required  for  different  classes  of  assurance,  where  the 
extra  risk  is  chiefly  concentrated  at  the  younger  ages,  diminishing  through- 
out, and  finally  disappearing.  The  typical  example  of  this  is  the  young 
life  of  good  constitution  but  with  a  family  history  of  phthisis. 


Age. 

Whole  Life 
Assurance. 

Term  Assurance. 
8  Years. 

Endowment  Assurance. 

15  Years. 

30  Years. 

20 
30 
40 

£     «.     d. 
1  12  11 
18     6 
12     3 

£     s.     d. 
2     3     9 
2     13 
1  19     0 

£     s.     d. 
1     5     1 
14     0 
1     1     9 

£      8.      d. 

19     9 
17     9 

In  each  of  these  three  tables  the  total  amount  of  extra  mortality  is, 
approximately,  the  same ;  but  a  perusal  of  the  tables  shows  that  the  fact 
of  the  incidence  of  the  extra  mortality  being  dissimilar  has  the  effect  of 
making  the  resulting  extra  premiums  widely  different. 

An  important  defect  in  life  assurance  statistics  is  the  want  of  select 
tables  giving  the  rates  of  mortality  at  various  ages  at  entry  in  respect  of 
the  principal  classes  of  impaired  lives,  i.e.  lives  subject  to  extra  risk.  The 
practice  of  the  offices  with  regard  to  these  is  very  varied,  and  too  often  the 
method  adopted  in  treatment  is  fixed  by  mere  "  rule  of  thumb." 

The  opinion  has  been  expressed  that  all  lives  other  than  first-class 

^  In  a  "term"  assurance  the  sum  assured  is  payable  only  in  the  event  of  the  life  failing 
within  the  term. 
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should  be  subjected  to  extra  premium.  The  present  day  tendency  is  rather 
to  alter  the  nature  of  the  assurance  contract  with  a  view  to  acceptance  at 
level  rates. 

Much  variety  of  opinion  exists  as  to  the  treatment  of  cases,  where 
the  proposer  is  personally  of  sound  constitution,  but  the  history  of  his 
family  records  deaths  from  tuberculosis.  Some  authorities  advocate  an  extra 
premium  irrespective  of  the  class  of  assurance ;  others  recommend  an  extra 
for  Whole  Life  policies,  but  offer  normal  rates  for  Endowment  Assurances. 
Others  again  require  an  extra  premium  under  either  of  these  classes,  but 
offer  a  Double  Endowment  assurance  at  the  tabular  premium.  Medical 
opinion  would  seem  to  indicate  that  the  extra  risk  is  here  a  diminishing 
one,  and  it  would  therefore  appear  that  neither  of  the  classes  referred  to 
is  a  sufficient  safeguard  to  the  office  (see  Table  No.  III.  for  Endowment 
Assurances).  Several  medical  advisers  have  recommended  the  contingent 
debt  system  as  a  means  of  meeting  this  class  of  extra  risk.  Under  this 
system  a  policy  is  issued  such  that  in  the  event  of  death  before  the  expiry 
of  a  specified  term  of  years  (iisually  the  expectation  of  Ufe)  the  full  sum 
assured  is  not  payable  but  the  sum  assured  less  the  "  contingent  debt," 
which  either  is  comparatively  large  at  first  and  decreases  gradually  till  it 
vanishes  at  the  end  of  the  term  or  remains  as  a  fixed  charge  during  the 
term.  The  scheme  has  much  to  recommend  it  in  practice,  but  in  theory  it 
is  open  to  the  objection  that  its  principles  are  contrary  to  the  whole  essence 
of  life  assurance,  which  is  that  those  who  live  long  should  pay  for  the 
deficiency  in  respect  of  those  who  die  early. 

The  same  difficulty  presents  itself  in  the  case  of  those  lives  whose 
family  histories  indicate  a  tendency  to  excessive  obesity,  to  insanity,  or  to 
other  diseases  supposed  to  affect  the  duration  of  Kfe. 

Much  weight  would  attach  to  an  investigation  into  the  history  of  those 
subject  to  the  more  common  diseases  which  affect  the  duration  of  life 
provided  that  the  data  were  sufficiently  ample.  Such  an  investigation 
would  require  to  be  conducted  on  a  wide  basis  and  would  need  combined 
medical  and  actuarial  skill,  the  former  to  correctly  classify  all  cognate 
diseases,  the  latter  to  deduce  the  rates  of  mortality.  Select  tables  would 
require  to  be  the  basis  of  investigation,  as  it  is  only  from  a  study  of  these 
tables  that  the  effect  of  the  extra  mortality  upon  the  several  classes  of 
assurance  can  be  accurately  ascertained. 

"We  often  hear  that  the  rate  of  mortality  among  abstainers  is  lighter 
than  among  non- abstainers,  and  several  offices  allow  a  reduction  from 
premium  to  those  of  the  former  class.  Select  tables  giving  the  rates  in 
respect  of  abstainers  would  be  of  considerable  value  as  indicating  at  what 
ages  and  durations  the  effect  of  total  abstinence  is  most  important,  but 
such  tables  have  never  been  published.  In  any  comparison  of  the  rates  of 
mortality  of  abstainers  with  those  of  non-abstainers  there  would  fall  to  be 
considered  the  treatment  of  members  of  the  former  section  who  ceased  to 
abstain  and  the  question  of  class  distinction. 

The  effect  of  occupation  upon  mortality  is  another  important  subject, 
which  to  have  any  weight  would  require  to  be  investigated  in  the  form  of 
select  tables.  The  practice  of  insurance  offices  with  regard  to  professional 
military  and  naval  lives,  to  officers  engaged  on  first-class  passenger  steam- 
ships in  the  mercantile  marine,  to  the  many  classes  of  lives  engaged  in 
connection  with  the  liquor  traffic,  is  very  varied  and  often  arbitrary. 
Some  charge  an  extra  for  a  Whole  Life  policy,  but  not  for  an  Endowment 
Assurance.  Others  limit  the  term  of  the  Endowment  Assurance.  Others 
again  only  accept  at  level  rates  under  the  Double  Endowment  Assurance 
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scheme.  The  occupations  subject  to  extra  mortality  are  various,  and  the 
study  is  rendered  difficult  by  the  fact  that  the  lives  assured  forming  the 
experience  will  have  been  exposed  to  the  extra  risk  for  varying  periods 
before  the  date  of  commencement  of  the  observations.  Further,  the  lives 
do  not  always  remain  connected  with  their  original  occupation,  and  it  is 
not  in  every  case  possible  to  ascertain  the  date  of  withdrawal  from  the 
class  of  occupation  under  consideration.  Here  an  investigation  conducted 
on  a  wide  basis  would  be  of  the  very  greatest  value. 

Climate  is  another  element  in  life  assurance  where  the  practice  of  the 
offices  is  varied,  and  where  there  is  need  for  mortaUty  investigation. 
These  risks  are  various,  and  we  are  here  confronted  with  the  difficulty  that 
any  investigation  into  the  theory  of  acclimatisation  cannot  take  account 
of  the  fact  that  a  certain  proportion  of  the  lives  will,  before  assuring, 
have  seen  foreign  service  either  in  the  particular  country  to  which  the 
investigation  relates  or  elsewhere.  Again,  too,  it  is  the  almost  invariable 
practice  in  mortality  observations  to  make  a  year  the  interval  of  time,  and 
to  deduce  rates  of  mortality  per  annum.  In  working  out  the  rates  of 
mortality  among  lives  exposed  to  extra  risk,  a  year  is  sometimes  too  long 
an  interval  of  time,  and  the  rate  of  mortality  might  require  to  be  investi- 
gated in  quarter  years  or  even  months.  The  tables  would  require  to  be  in 
the  form  of  select  tables,  and  should  relate  entirely  to  the  experience  of 
lives  assured. 

Too  frequently  an  investigation  into  extra  mortality  resolves  itself  into 
the  deduction  of  the  aggregate  exposed  to  risk  for  each  age.  These  are  then 
multiplied  by  the  normal  rates  of  mortality,  which  give  the  expected  deaths 
according  to  the  normal  table.  The  difference  between  this  figure  and  the 
deaths  actually  experienced  divided  by  the  number  of  years  of  Hfe  exposed 
gives  a  rough  idea  of  the  rate  of  extra  premium  per  unit.  The  extra 
premium  deduced  by  this  method  generally  errs  on  the  side  of  safety,  except 
perhaps  in  the  case  of  a  decreasing  extra  risk. 

An  illustration  of  a  climate  investigation  would  be  the  experience  of 
assured  lives  in  say  the  West  Coast  of  Africa.  The  form  of  card  would  be 
somewhat  as  follows : — 


NO 

PROFESSION  OR  OCCUPATION. 


LIFE 


DATE—                                                  D.         M. 
OF   BIRTH 

YEAR. 
18 

OF  COMMENCEMENT! 

18 

OF  EXTRA  RISK      / 
OF  EXIT           r 

18 

Duration  of  Extra  Risk 

Age  at  Commencement 

„       Exit      

MODE  OF  EXIT  ( ) 


REMARKS. 


The  date  of  exit  would  be  the  date  of  death  or  the  date  of  cessation  of 
the  extra  risk,  whether  by  the  closure  of  the  observations,  the  lapse  of  the 
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contract,  or  departure  from  West  Africa  during  the  period  of  the  investi- 
gation. 

Under  certain  conditions  it  might  be  considered  advisable  to  limit  the 
period  of  observations,  as,  for  example,  when  it  was  known  that  in  the 
country  under  investigation  the  rates  of  mortality  had  improved  consider- 
ably of  recent  years. 

The  age  at  commencement  would  be  the  nearest  age  at  the  date  of 
commencement  of  extra  risk.  The  duration  in  the  case  of  the  deaths 
would  be  the  number  of  complete  years  lived.  In  the  case  of  the  existing 
at  the  closure  of  observations  and  the  withdrawals,  the  duration  would  be 
the  exact  duration  correct  to  one  decimal  place.  If  the  data  would  permit 
of  it,  it  would  be  convenient  to  trace  the  existing  only  up  to  the  anniversary 
of  the  date  of  commencement  of  the  extra  risk  in  the  year  of  closing  the 
observations.  This  artifice  would  secure  an  integral  exposure  in  the  case  of 
the  existing,  and  thus  lessen  the  work  of  the  investigation.  It  will,  how- 
ever, generally  be  found  that  the  data  is  limited,  and  on  this  account  it  is 
advisable  to  close  the  experience  upon  a  fixed  date. 

If  the  object  is  to  find  the  rate  of  mortality  according  to  age  the  first 
arrangement  of  the  cards  would  be  into  groups  of  ages  at  commencement 
of  risk.  It  might,  however,  be  considered  sufi&cient  to  investigate  the  rates 
only  according  to  duration,  and  for  this  purpose  to  combine  the  experience 
of  aU  the  ages  in  one  table. 

The  cards  would  then  be  arranged  into  Existing,  Discontinued,  and 
Died.  Each  of  these  groups  would  be  arranged  according  to  the  duration 
of  the  policy,  and  their  numbers  counted  and  tabulated  in  a  Schedule  of  the 
following  form.  According  to  which  of  the  methods  above  indicated  the 
table  is  being  formed,  the  heading  would  be : — 


The  Exposed  to  Risk  during  the  {t  +  l)th  year  of  duration 
and  the  corresponding  rate  of  mortality, 


it  = 


It  must,  however,  be  kept  in  mind  that  the  rates  of  mortality  thus 
deduced  are  only  in  respect  of  the  deaths  which  occurred  while  the  Kves 
remained  in  the  West  Coast  of  Africa,  and  relate  only  to  the  period  of 
the  investigation.  No  provision  is  made  for  the  fact  that  a  proportion  of 
the  Existing  and  Discontinued  will  be  damaged  lives.  In  other  words, 
there  is  no  discrimination  between  the  lives  who  might  be  said  to  have  left 
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the  "West  Coast  of  Africa  to  die  at  home  and  those  who  left  in  the  full  vigour 
of  health.  This  point  would  require  to  be  carefully  borne  in  mind  when 
fixing  upon  rates  of  extra  premium  to  be  charged  for  such  risks. 

Population  Statistics. 

If  a  population  could  be  shown  to  be  in  all  respects  stationary,  the 
number  of  births  each  year  being  equal  to  the  deaths,  all  the  births 
taking  place  on  the  same  day  of  the  year,  say  the  1st  January,  and  the 
community  remaining  undisturbed  by  either  emigration  or  immigration,  it 
is  obvious  that  a  census  of  the  population  on  any  1st  January  would  give 
us  a  mortality  table  based  upon  population  statistics.  The  number  of 
births,  termed  lo,  would  be  the  radix  of  the  table,  the  number  living  at  age  1 
would  be  the  survivors  to  that  age  out  of  the  Ig  persons  born  one  year 
ago,  the  number  living  at  age  2  would  be  the  survivors  to  that  age  out  of 
the  lo  persons  born  two  years  ago,  and  so  on.  Or  again,  if  we  arranged  the 
deaths  during  any  calendar  year  according  to  age  last  birthday  at  date  of 
death,  we  would  have  a  mortality  table.  The  deaths  between  0  and  1 
would  have  occurred  out  of  the  lo  persons  born  at  the  commencement  of  the 
calendar  year,  the  deaths  between  1  and  2  would  have  occurred  out  of  the 
lo  births  two  years  ago,  and  so  on.  The  total  of  the  deaths  would  be  equal 
to  the  births,  and  the  continuous  deduction  of  the  deaths  during  each  age 
interval  from  the  number  living  at  the  commencement  of  the  interval, 
would  give  us  the  number  living  column. 

It  is  obvious  that  a  population  of  the  nature  described  does  not  exist. 
It  is  more  in  accordance  with  experience  to  assume  merely  that  the  births 
and  deaths  are  uniformly  distributed  throughout  the  year,  and  bear  no 
fixed  relation  to  each  other. 

The  definition  of  the  function  usually  termed  the  central  death-rate 
contains  within  itself  a  method  of  forming  a  mortality  table  from  census 
statistics.  If  we  make  an  enumeration  of  the  population  according  to  age 
attained  on  the  Ist  July  of  any  calendar  year  (that  is,  include  every  person 
who  at  that  date  has  passed  his  xih.  birthday,  and  who  is  in  his  {x  +  l)th 
year  among  the  Lg  or  number  living  between  precise  ages  x  and  (x  +  1) ), 
and  if  we  arrange  the  deaths  {d^  during  the  same  calendar  year  according 
to  age  (a;)  last  birthday,  at  date  of  death,  then  for  any  year  of  age  the 
division  of  the  deaths  by  the  number  living  will  give  us  the  central  death- 
rate.  For  the  age  interval  x  to  (« +  1),  this  function  is  denoted  by  the 
symbol  rrix. 

In  accordance  with  the  definition,  we  have 

The  ordinary  probabilities  of  death  {q^  or  survivorship  (jp^  are  always 
expressed  in  terms  of  the  numbers  attaining  precise  ages.  It  is  therefore 
necessary  in  order  to  obtain  p^  and  q^  to  transform  the  La,  to  a  function  of 
Ix-  It  is  obvious  that  on  the  assumption  of  a  uniform  distribution  of  deaths 
throughout  the  year.  La,  will  be  equal  to  the  mean  of  those  attaining  precise 
age  X,  and  of  those  attaining  precise  age  (x  +  1). 

That  is 

X  ^a;  +  lx+\ 

or  on  the  same  assumption 
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Making  the  assumption  of  a  uniform  distribution  of  births  and  deaths 
throughout  the  year  we  have 

^x  =  -j — • 
But     , 

Px-   I 

^as+J  +  h^x 

from  our  own  hypothesis. 

Dividing  numerator  and  denominator  by  l^+i  we  get 

Having  obtained  our  table  of  rrix  and  graduated  the  same,  we  would 
pass  therefrom  to  a  table  of  px  by  means  of  this  formula.  Assume  a  radix 
of  say  100,000  at  age  0,  i.e.  lo  =  100,000.  Continuous  multiplication  of  the 
radix  by  the  successive  values  of  p  will  then  give  us  the  mortality  table, 
since 

lo>^Po  =  h>  h^Pi  =  h'  h^Pi^" h'  6<^c. 

One  year  is,  however,  too  short  a  period  upon  which  to  base  a  mortality 
table.  The  data  would  of  necessity  be  limited.  There  might,  moreover,  be 
special  influences  at  work  affecting  the  rates  of  mortality  during  the  whole 
or  a  portion  of  the  table,  such  as  an  epidemic,  say  the  prevalence  of  influenza, 
which  would  chiefly  affect  those  advanced  in  years. 

If  we  extend  the  period  of  investigation  so  as  to  include  say  two  years 
instead  of  six  months  on  either  side  of  the  date  of  the  census,  a  more  solid 
basis  would  be  obtained.  It  would  still,  however,  be  advisable  to  compare 
the  death-rate  per  1000  in  each  of  the  years  forming  the  period  with  the 
corresponding  ratio  of  other  years,  so  as  to  ensure  that  the  period  selected 
for  investigation  was  average  as  to  mortality.  Unless  the  migration 
element  should  be  found  to  be  fairly  uniform  throughout  the  four  years, 
a  correction  might  be  necessary  on  this  account. 

In  the  census  returns  of  this  country,  the  number  living  is  given  for 
each  year  of  age  during  the  first  five  years,  in  quinquennial  groups  from 
ages  5  to  25,  in  decennial  groups  from  ages  25  to  85,  and  for  ages  over  85  is 
given  in  one  total.  A  "  graduated  total  of  the  estimated  population "  is 
also  supplied,  but  no  particulars  are  given  as  to  how  the  figures  are 
obtained. 

Thus  we  are  able  to  obtain  from  the  census  statistics  the  numbers  living 
at  the  date  of  the  census,  arranged  for  the  most  part  in  quinquennial 
groups  of  ages,  and  from  these  data  we  have  to  obtain  the  denominator  of 

the  expression  ^j- . 

From  these  figures  we  are  able  to  obtain  approximately,  as  will  be 
shown,  what  might  be  called  one  year's  population. 

The  data  for  the  deaths  can  be  obtained  from  the  annual  returns  of  the 
Registrar-General. 

The  census  of  this  country  is  made  decennially  on  the  31st  March,  the 
latest  enumeration  having  been  made  upon  the  31st  March  1901.  To  get 
the  deaths  for  two  years  on  either  side  of  this  date,  the  assumption  of  a 
uniform  distribution  of  deaths  throughout  each  calendar  year  might  be  made. 
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and  the  deaths  during  the  four  years'  period  assumed  to  be  three-fourths  of  the 
1899,  the  whole  of  the  1900, 1901  and  1902,  and  one-fourth  of  the  1903  deaths. 
The  sum  of  the  deaths  during  these  four  years  would  require  to  be  divided 
by  four,  in  order  that  one  year's  population  might  be  compared  with  one 
year's  deaths. 

The  data  would  consist  of  the  following : — 

Table  I. — Population  in  Age  Groups  at  Zlst  March  1901. 


Ages. 

Males. 

Females. 

0-  1 

1-  2 

2-  3 

3-  4 

4-  5 
5-10 

10-15 

15-20 

etc. 

Table  II. — One-fourth  of  the  Deaths  during  the  period  Z\st  March  1899  to 
Z\st  March  1903  arranged  in  Groups. 


Ages. 

Males. 

Females. 

0-  1 

1-  2 

2-  3 

3-  4 

4-  5 

5-10 

10-15 

15-20 

etc. 

' 

Given  the  deaths  and  population  arranged  as  above,  it  will  be  necessary 
to  employ  some  method  of  interpolation  to  enable  us  to  pass  therefrom  to 
the  corresponding  yearly  groups.  The  method  employed  by  Joshua  Milne 
in  the  construction  of  the  Carlisle  Table  is  that  usually  adopted.  Cross- 
ruled  paper,  of  sufficient  size  to  admit  of  the  accurate  reading  of  the  ordinates, 
would  be  used  for  the  purpose. 

The  base  line  (or  abscissa)  represents  the  age  attained,  while  the 
upright  lines  (or  ordinates)  represent  the  number  living.  The  altitude  of 
the  first  rectangle  will  be  the  number  living  in  the  age-group  5-10  divided 
by  five,  the  altitude  of  the  second  rectangle  the  number  living  in  the  age- 
group  10-15  divided  by  five,  and  so  on.  A  smooth  curve  is  then  drawn 
proceeding  through  the  several  rectangles,  care  being  taken  that  whatever 
is  added  on  to  a  rectangle  is  likewise  in  equivalent  cut  off.  Each  rectangle 
is  then  divided  into  yearly  intervals.  These  yearly  intervals  are  bisected, 
and  the  ordinates  erected  at  these  points  produced  to  meet  the  curve  will 
represent  the  number  living  in  that  age  interval.  The  sum  of  the  ordinates 
of  any  group  must  of  necessity  be  equal  to  the  number  living  in  the  group. 
What  has  been  done,  in  fact,  in  the  case  of  a  quinquennial  group  is  that 
five  figures  have  been  constructed,  bounded  on  the  top  by  an  ostensibly 
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curved  line,  the  area  of  the  five  figures  being  equal  to  the  area  of  the 
rectangle.     The  deaths  will  be  treated  in  a  similar  manner. 

Having  thus  obtained  complete  tables  of  L^  and  d^^  the  division  of  the 
latter  by  the  former  will  give  us  a  table  of  the  central  death-rate.  This 
function  should  then  be  graduated  to  remove  any  accidental  irregularities. 
From  a  table  of  graduated  mj,  will,  as  previously  described,  be  obtained  a 
table  of  ^a;. 

The  application  of  Milne's  method  to  the  period  of  infancy  is  not 
satisfactory.  Professor  Pell  has  devised  a  means  of  obtaining  the  early 
rates  of  mortality  from  the  number  of  births  as  given  in  the  returns  of  the 
Registrar-General  and  the  deaths  as  registered.  The  deaths  between  0 
and  1,  during  the  calendar  years  1901,  1902,  1903,  and  1904  would  be 
compared  with  one-half  the  1900,  the  whole  of  the  1901,  1902,  1903,  and 
half  the  1904  births.  This  would  give  us  q^  the  probability  of  a  child 
dying  in  the  first  year  after  birth.  The  deaths  between  1  and  2  during  the 
same  period  would  be  compared  with  one-half  the  1899,  the  whole  of  the  1900, 
1901, 1902,  and  haK  the  1903  births.    This  would  give  us  Jq^  the  probability 
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that  a  child  aged  0  will  survive  one  year  and  die  in  the  next.  But 
i/S'o  =Po^  9.V  ^®  h&vQ  already  found  q^  and  p^  =  (1  -  q^,  whence  we  can 
obtain  q^  Again,  the  deaths  between  2  and  3  in  the  same  period  would  be 
compared  with  one-half  the  1898,  the  whole  of  the  1899,  1900,  1901,  and 
half  the  1902  births.  This  would  give  us  J^o-Po^Pi^  ^2'  whence  q^  is 
obtained,  and  P2  =  0--  q^-  Similarly  would  be  obtained  Jq^^  =  Pq '><  Pi  ^^  P2  ^  Qs 
and  JqQ  =  Pq^PiX  P2  ^  Ps^  9.v  ^^om  these  equations  p^  and  p^  would  be 
obtained.  We  have  thus  found  Pq  to  p^  inclusive.  These  values  would 
require  to  be  graduated  with  reference  to  p^,  p^,  etc. 

Having  assumed  a  radix  at  age  0,  we  would,  by  continuously  multiplying 
by  the  successive  probabilities  of  living,  obtain  the  life  table. 

Another  method  of  obtaining  the  statistics  is  that  followed  by  Milne 
himself  in  the  construction  of  the  Carlisle  Table  already  referred  to.  His 
plan  was  to  take  the  number  living  on  31st  March  1891  and  1901,  and  the 
deaths  during  the  ten  years'  interval.  The  numbers  living  in  the  various 
age  groups  at  each  of  these  dates  were  added  together  and  multiplied  by 
five,  in  order  to  put  the  population  and  the  deaths  on  a  common  basis  for 
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comparison.  Thereafter  the  procedure  was  as  already  described.  The 
population  is  here  assumed  to  proceed  in  arithmetical  progression.  It 
would  be  necessary  to  carefully  consider  the  migration  element  before 
adopting  this  method.  If,  for  example,  the  population  had  increased  and 
then  decreased  during  the  decennium,  it  is  obvious  that  the  number  living 
obtained  as  above  would  not  approximate  to  the  sum  of  the  number  living 
in  each  of  the  ten  years.  If  the  population  be  a  fluctuating  one,  and  frequent 
enumerations  could  be  obtained,  the  number  of  years  of  life  lived  throughout 
the  period  would  be  approximately  equal  to  the  mean  of  each  successive 
couple  of  enumerations  multiplied  by  the  number  of  years  contained  in  the 
period.  If,  for  example,  we  could  be  provided  with  the  number  living  upon 
the  31st  March  of  each  year  for  n  years,  the  number  of  years  of  life  lived 
during  the  n  years  would  be  taken  as  half  the  number  living  at  the 
beginning  and  end  of  the  period  added  to  the  number  living  upon  each  of 
the  intervening  31st  days  of  March. 

Again,  the  population  may  not  only  be  increasing,  but  the  increase  may 
be  increasing  in  like  proportion,  in  which  case  the  population  will  be  in- 
creasing numerically  in  geometrical  progression.  This  was  the  condition 
assumed  in  obtaining  the  number  of  years  of  life  lived  during  the  period 
covered  by  the  English  Life  Experience  No.  3.  The  data  in  this  experience 
consisted  of  the  number  living  in  the  middle  of  the  years  1841  and  1851, 
and  the  deaths  during  the  seventeen  years  1838-54.  An  approximation  to 
the  number  living  on  Ist  January  1838  was  easily  obtained  as  follows : — 

Let         Pq    =  population  on  1st  January  1838. 

Pg.  =  population  in  3|  years'  time,  i.e.  on  Ist  July  1841. 
Pjg,  =  population  in  13|  years'  time,  i.e.  on  1st  July  1851. 

If  we  assume  that  population  increases  in  a  geometrical  progression, 
let  r  be  the  common  ratio. 

Then  7-"  =  ^, 

Then  Poxr3i  =  P3jandPo  =  ^*. 

The  number  of  years  of  life  lived  during  the  seventeen  years  was 
taken  as 


7^  dx 


(where  P^  is  the  number  living  at  the  commencement  of  the  period  and  r  is 
the  rate  of  increase) 

loge-?- 

The  number  of  years  of  life  lived  during  the  seventeen  years  was  calcu- 
lated by  this  formula  for  each  of  the  twelve  groups  of  ages  forming  the 
experience,  males  and  females  being  kept  separate.  (See  Mortality 
Tables,  English  Life  Experience  No.  3,  p.  127.) 
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It  is  obvious  that  the  weight  to  be  attached  to  mortality  tables  based 
upon  population  statistics  depends  largely  on  the  trustworthiness  of  the 
data.     Some  points  in  this  connection  arise  for  discussion. 

The  census  of  this  country  has  since  1801  (in  Ireland  since  1811)  been 
conducted  decennially.  All  estimates,  therefore,  of  the  number  living  at 
intermediate  dates  must  be  derived  from  decennial  data.  Much  agitation 
has  arisen  over  this  point.  The  Statistical  Society  and  the  Institute  of 
Actuaries  have  each  put  forward  recommendations  in  favour  of  a  five  years' 
census,  and  there  would  appear  to  be  a  general  agreement  that  five  years  is 
a  sufficient  interval.  The  Report  of  the  Census  Committee  of  1890  deals 
at  length  with  the  same  subject.  It  is  pointed  out  in  that  report  that 
upon  the  correct  determination  of  death-rates  depends  to  a  considerable 
extent  sanitary  administration  and  sanitary  legislation,  and  that  it  is  not 
possible  to  obtain  the  rates  of  mortality  with  sufficient  accuracy  if  the 
enumeration  is  restricted  to  decennial  intervals.  In  this  respect  the  diffi- 
culty in  forming  an  approximation  to  the  number  living  at  any  particular 
date  does  not  apply  to  the  population  of  the  country  as  a  whole  so  much  as 
to  the  numbers  living  within  certain  restricted  areas.  The  advocates  of  a 
quinquennial  census  do  not  propose  that  the  information  to  be  obtained  at 
the  intermediate  dates  should  be  so  complete  as  at  the  present  decennial 
intervals.  In  the  Report  of  the  Committee  it  is  suggested  that  the  number, 
ages,  and  sex  would  be  sufficient  for  all  practical  purposes.  In  addition,  it 
was  considered  that  the  objects  to  be  attained  would  be  satisfied  by  restrict- 
ing the  areas  for  enumeration  to  registration  sub-districts,  districts  and 
counties,  administrative  counties,  and  sanitary  districts,  urban  and  rural. 
The  only  difficulty  put  forward  in  opposition  to  the  five  years'  census  would 
seem  to  be  the  increased  expenditure  that  such  a  change  would  involve. 
The  total  cost  of  the  1891  census  is  given  as  £185,000,  so  that  at  most,  if  a 
quinquennial  census  were  accepted,  a  further  sum  of  £18,500  per  annum 
would  be  added  to  the  national  expenditure.  But  against  this,  we  have  to 
set  the  proposed  restriction  of  data,  necessitating  less  copying.  Further, 
Dr.  Ogle,  in  his  remarks  before  the  Committee,  referred  to  the  possibility 
of  a  considerable  saving  if  a  readjustment  of  the  enumerating  districts  could 
be  carried  out,  although,  he  added,  that  such  a  readjustment  would  be  im- 
possible unless  a  permanent  Census  Office  were  established. 

Another  difficulty  in  obtaining  correct  death-rates  is  the  method  adopted 
in  the  publication  of  the  Census  statistics.  The  information  is  supplied  in 
the  groups  referred  to  on  page  120. 

It  is  difficult  to  understand  why  the  figures  for  integral  years  of  age 
should  not  be  published.  Dr.  Ogle,  in  his  evidence  before  the  Committee, 
objected  to  this  as  being  of  no  advantage,  and  expressed  the  opinion  that, 
even  if  the  ages  were  taken  out  by  single  years,  it  would  be  necessary  to 
run  them  together  before  trustworthy  results  could  be  obtained.  He  further 
declared  that  such  a  requirement  would  "  involve  an  enormous  deal  more 
printing."  He  added,  however,  that  there  would  be  no  difficulty  in  supply- 
ing the  information.  At  present  we  have  to  resort  to  some  such  method  of 
interpolation  as  Milne's  to  obtain  the  figures  at  the  intermediate  ages.  It 
does  not  follow  that,  with  the  additional  information  referred  to,  graduation 
would  be  entirely  dispensed  with,  but  more  power  would,  at  all  events,  be 
left  in  the  hands  of  the  investigator. 

The  chief  difficulty  in  dealing  with  population  statistics  is  the  inaccuracy 
of  the  information  that  is  given  as  to  the  age  attained.  The  tendency  is  to 
under-estimate  at  the  younger,  and  over-estimate  at  the  older,  ages,  and,  in 
general,  to  give  the  age  attained  to  the  nearest  multiple  of  five  or  even  ten. 
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MoKTALiTY  Tables 

In  connection  with  the  subject  of  Mortality  Investigation  mention  has 
been  made  of  several  of  the  better  known  Mortality  Tables,  and  it  is  pro- 
posed now  to  describe,  as  briefly  as  may  be,  the  more  important  of  those. 

The  Northampton  Table 

The  first  tables  used  to  any  extent  in  this  country  were  the  Northampton 
Tables,  although  at  this  date  they  have  little  more  than  historical  interest. 
These  were  two  tables  formed  by  Dr.  Price,  the  first  of  which  was  published 
in  1771  in  his  '  Observations  on  Eeversionary  Payments,'  and  the  second,  a 
more  complete  table,  in  1783.  The  latter  was  chiefly  employed  in 
actual  calculation,  and  is  that  known  as  the  Northampton  Table.  In  the 
parish  of  All  Saints',  containing  the  greatest  part  of  the  town  of  Northampton, 
an  account  had  been  kept  since  1735  of  the  ages  at  which  all  had  died,  also 
an  account  of  the  number  of  males  and  females  that  had  been  christened. 
There  were  christened  4220,  buried  4689. 

It  was  assumed  in  the  formation  of  the  table  that  the  population  was 
stationary,  the  difference  between  the  christenings  and  the  deaths  being 
held  to  be  accounted  for  by  the  deaths  among  persons  who  migrated  into 
Northampton  at  the  age  of  20.  It  has,  however,  been  shown  that  this 
assumption  was  erroneous,  and  that  the  difference  was  due  to  the  deaths 
among  Baptists.  No  population  in  the  world  is  stationary.  It  is  obvious 
that  many  causes  of  disturbance  exist.  The  mortality  of  All  Saints'  parish 
was  higher  than  that  of  the  other  parishes  near,  and  the  table  is  not  to  be 
relied  upon.  The  data  and  the  method  of  constructing  the  table  were  alike 
defective. 

The  rates  of  mortality  exhibited  by  the  table  were  excessively  high,  and 
this  led  to  large  profits  being  made  by  the  early  insurance  offices,  who  had 
founded  their  rates  of  premium  on  it,  and  who  experienced  a  much  lighter 
rate  of  mortality  than  they  were  led  to  expect.  On  the  other  hand.  Annuity 
Companies  and  the  Government  lost  heavily.  This  table  was  formerly  used 
for  aU  purposes,  but  is  now  nearly  obsolete. 

The  Carlisle  Table 

The  Carlisle  Table  of  Mortality,  published  in  1815,  was  formed  by 
Joshua  Milne,  Actuary  to  the  Sun  life  Office,  from  materials  contained  in 
a  tract  published  by  Dr.  John  Hey  sham  in  1797.  The  data  from  which  the 
rates  of  mortality  were  derived  related  to  two  parishes  in  Carlisle,  St.  Mary 
and  St.  Cuthbert,  and  consisted  of  the  numbers  living  at  January  1780  and 
December  1787,  eight  years  separating  the  two  enumerations,  and  the  deaths 
during  the  nine  years,  1779-87.  The  table  shown  on  p.  126  indicates  the 
information  available. 

It  has  been  pointed  out  that  the  figures  in  the  second  enumeration  can 

8677 
be  obtained  from  these  in  the  first  by  multiplying  by  Yf^nny  the  ratio 

between  the  two  populations.     Thus  1164,  the  number  living  at  ages  0-5 

8677 
at  December  1787,  is  approximately  equal  to  1029  x  ,-^-j-.      The  fact  that 

the  difference  between  the  two  populations  is  1000  (an  apparently  arbitrary 
figure)  would  seem  to  confirm  the  belief  that  the  second  enumeration  never 
was  made.     Milne  added  the  two  enumerations  of  the  population  together 
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for  each  age  group  and  multiplied  the  total  by  four.  To  obtain  eight  years' 
deaths  to  compare  with  what  might  be  called  his  eight  years  of  life,  he 
deducted  from  the  total  number  of  deaths  in  each  age  group  one-ninth  of  their 
number.  But  the  number  living  at  the  beginning  of  the  period  was  7677, 
and  at  the  end  of  the  period  it  was  (or  was  assumed  to  be)  8677,  indicating 
an  increasing  population.  Hence  the  deaths  in  1779,  which  Milne  desired 
to  deduct,  must  have  been  the  fewest  in  the  group,  arising  as  they  did  from 
the  smallest  population ;  and  in  deducting  one-ninth  of  the  whole  he  deducted 
too  many,  and  accordingly  would  appear  to  have  under-estimated  the  rates 
of  mortality  all  through. 


Population. 

Between  tbe  Ages 

Deaths  in  the  Nine 
Years  1779-87. 

January  1780. 

December  1787. 

0-  1 

390 

1-  2 

173 

2-  S 

128 

S-  4 

70 

4-  6 

0-  6 

1029 

1164 

51 

812 

5-10 

908 

1026 

89 

10-16 

715 

808 

34 

15-20 

675 

763 

44 

20-30 

1328 

1501 

96 

30-40 

877 

991 

89 

90-100 

10 

11 

28 

100-105 

2 

2 

4 

All  ages 

7677 

8677 

1840 

From  the  number  arranged  in  quinquennial  groups,  he  obtained  the 
corresponding  yearly  groups  by  a  graphical  method  of  interpolation. 

Having  thus  obtained  complete  tables  of  La;  and  D^,  Milne  obtained  the 
mortality  table  as  follows  : — 


Therefore 
whence 


X        X        a;-f  i       x 

X         ^       X         X 

X         X  x^  X      ^     a;/ . 

d  = 


^x+i^x 


Milne  used  the  symbols  L  and  D  for  L^  and  Da;.  These  represent  the 
numbers  living  between  ages  x  and  (x  +  1)  and  dying  between  x  and  (x  +  1) 
according  to  the  actual  statistics,  l^  and  d^  represent  the  hypothetical 
figures.  Having  assumed  a  radix  (taken  as  10,000)  a  complete  table  of  d^. 
is  easily  obtained,  and  l^+i  =  lx-  d^- 

The  table,  on  account  of  the  extensive  monetary  values  that  have  been 
based  upon  it,  has  possibly  been  employed  more  than  any  other.  Even  at 
the  present  day  it  is  frequently  made  use  of,  more  especially  in  connection 
with  reversions,  entails,  and  contingent  insurance  calculations.  It  is  con- 
sidered that  it  gives  a  good  approximation  to  the  death-rate  existing  among 
the  upper  classes. 
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The  English  Life  Table  No.  3 

This  experience,  published  in  1864,  was  formed  by  Dr.  Fan*  from  the 
Census  returns  of  the  population  of  England  in  the  middle  of  the  years 
1841  and  1851,  and  the  deaths  during  the  seventeen  years  1838-1854.  The 
extent  of  the  observations  will  be  seen  from  the  following  tables,  which  give 
the  figures  for  aU  ages  combined : — 

Population 


Year. 

Males. 

Females. 

Total. 

1841 
1851 

7,784,883 
8,808,662 

8,144,609 
9,174,187 

15,929,492 
17,982,849 

Deaths 

Years. 

Males. 

Females. 

Total. 

1838-1854 

3,283,255 

3,187,465 

6,470,720 

The  population  was  assumed  to  be  increasing  in  geometrical  progression, 
and  the  number  living  at  the  beginning  of  1838  for  each  group  of  ages  was 
obtained  from  the  formula 

P  -??i 

Po  and  Psj  denoting  the  number  living  at  the  beginning  of  1838  and  the 
middle  of  1841  respectively,  r,  the  rate  of  increase,  being  derived  from  the 
formula 

P3jxrio  =  Pi3j, 
where  Pisj  denotes  the  number  living  in  the  middle  of  1851. 

The  number  of  years  of  life  lived  throughout  the  period  for  comparison 
with  the  deaths  was  obtained  from  the  formula 

rV-l 


_   /-IT  r^^  - 


This  formula  was  applied  to  each  of  the  twelve  groups  of  ages  forming  the 
experience,  males  and  females  being  kept  separate. 

The  average  rates  of  mortality  were  obtained  for  the  several  groups  of 
ages  by  dividing  the  deaths  in  each  group  by  the  number  of  years  of  life 
obtained  as  above.  A  correction  was  applied  to  the  female  rates  of 
mortality  to  allow  for  the  prevailing  understatement  of  ages  in  that 
section. 

From  these  rates  of  mortality,  with  the  aid  of  the  differential  calculus, 
were  obtained  the  probabilities  of  living  at  the  ages  7,  12,  20,  30  .  .  .  90. 
The  values  at  the  ages  0  to  4  inclusive  were  obtained  from  the  deaths  out 
of  the  births  and  out  of  the  survivors  to  ages  1  to  4  inclusive.  Having 
thus  obtained  the  values  ^^,  p^,  P12  •  •  -  i'sc  Fw  ^^®  values  at  the  inter- 
mediate ages  were  interpolated. 

There  were  three  tables  calculated — combined  male  and  female,  males, 
and  females.  The  radix  in  the  first  table  was  1,000,000,  in  the  second  and 
third  511,745  and  488,255  respectively,  that  being  the  proportion  in  which 
males  and  females  were  born  during  the  period  of  the  investigation. 

This  table  is  generally  the  basis  of  calculations  connected  with  popula- 


128  MORTALITY  EXPERIENCE 

tion  or  working-claRS  questions,  and  hence  is  the  one  commonly  employed  in 
computing  the  premiums  for,  and  in  the  valuation  of,  industrial  insurances. 

Seventeen  Offices'  Experience 

This  experience,  published  in  1847,  was  the  first  combined  attempt  on 
the  part  of  the  insurance  offices  to  obtain  the  actual  rates  of  mortality 
among  assured  lives.  Seventeen  British  offices  contributed  to  the  data. 
The  information  was  furnished  on  schedules  which  contained  the  following 
particulars : — 

1.  For  use  of  office. 

2.  Current  age  at  entry. 

3.  Year  of  entry. 

4.  Year  of  exit. 

5.  If  by  death  (D). 

6.  Sex,  if  female  (F). 

7.  Distinctions  into — town  (T),  country  (C),  Irish  (I). 

8.  Cause  of  death, 

9.  Special  risks  and  remarks. 

The  returns  embraced  83,905  policies,  of  which  44,877  (more  than  one- 
half)  were  existing  at  the  close  of  the  observations  on  31st  December  1837, 
25,247  had  discontinued,  and  13,781  had  died. 

The  calendar  year  method  of  investigating  the  rate  of  mortality  was 
adopted.     Policies  were  the  data  made  use  of  in  the  investigation. 

The  average  duration  of  all  the  contracts  included  in  the  experience  was 
under  8^  years,  which  led  the  committee  to  the  conclusion  that  the  rates 
of  mortahty  brought  out  were  unduly  light  and  scarcely  applicable  as  a 
basis  for  insurance  calculations.  The  reason  for  this  is  that  the  rate  of 
mortality  increases  with  the  interval  elapsed  since  date  of  entry,  and  in 
this  experience  the  great  proportion  of  the  data  related  to  the  early  years 
of  duration,  the  period  of  light  mortality.  The  statistics  at  the  older  ages 
were  limited,  and  the  rates  of  mortality  at  this  portion  of  the  table  are  not 
to  be  depended  on. 

The  table  was  graduated  by  Woolhouse's  formula. 

This  table,  as  a  basis  for  the  rate  of  mortality  among  assured  lives,  is 
now  practically  superseded  by  the  H^  and  0^  experiences.  It  is  still,  how- 
ever, frequently  made  use  of  in  America  on  account  of  the  facilities  it 
affords  in  certain  calculations.  It  is  there  often  referred  to  as  the  "  Old 
Actuaries'  Table." 

Institute  of  Actuaries  Tables 

In  1862  it  was  resolved  to  again  investigate  the  rate  of  mortality  among 
assured  Hves.  The  experience  was  furnished  by  'twenty  companies,  ten  of 
these  being  Scotch  and  ten  English.  The  results  of  the  investigation  were 
published  in  1869.  The  period  covered  by  the  investigation  was  from  the 
date  of  commencement  of  the  companies  to  31st  December  1862.  All 
classes  of  assurance  were  included  in  the  tables.  Policies  for  the  whole 
term  of  life  by  uniform  premiums  represented  about  90  per  cent  of  the 
business  effected  during  the  period  covered  by  the  investigation.  The  par- 
ticulars were  furnished  on  cards  which  contained  the  following  particulars 
(180,000  of  these  were  sent  in) : — 

Policy  No. ;  Life — British,  Irish,  or  foreign ;  healthy  Jor  diseased ;  year 
of  entry;  year  of  exit;  age  at  entry;  age  at  exit;  mode  of  exit;  cause  of 
death;  remarks. 
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The  Scotch  card  also  included  the  following  particulars : — Sum  assured ; 
class ;  exact  dates ;  English,  Scotch,  instead  of  British. 
The  cards  were  first  of  all  sorted  into  four  divisions  : — 

(1)  H*^  (healthy  males) ; 

(2)  H^  (healthy  females) ; 

(3)  D^^  (diseased  male  and  female) ;  and 

(4)  Those  exposed  to  extra  risk  from  climate,  occupation,  etc. 
Duplicate  policies  were  eliminated  by  arranging  the  cards  according  to 

the  name  of  the  life  assured.  The  number  of  cards  was  in  this  way  reduced 
to  160,426,  of  whom  26,721  died,  45,376  discontinued,  and  88,329  were 
existing  at  the  close  of  the  observations.  Females  formed  about  11  per 
cent  of  the  total. 

In  the  H**  table  were  included  130,243  entrants,  of  whom  20,521  died, 
35,024  discontinued,  and  74,698  were  existing  at  the  close  of  the  observa- 
tions. The  number  of  years  of  life  observed  were  1,190,140,  the  average 
duration  of  the  contracts  being  913  years. 

The  age  at  entry  was  the  age  next  birthday.  The  method  of  tracing 
the  rates  of  mortality  by  calendar  years  was  adopted. 

This  table  was,  until  the  publication  of  the  British  Offices'  Life  Ex- 
perience, looked  upon  as  the  standard  table  for  valuation  purposes,  and, 
indeed,  for  all  calculations  connected  with  the  risks  of  life  assurance. 

With  a  view  to  investigate  more  closely  the  effect  of  selection  the 
H^^^^  table  was  formed.  This  table  gives  the  rates  of  mortality  among  lives 
assured  who  have  been  five  or  more  than  five  (more  truly  4|  or  more)  years 
upon  the  books.  We  are  told  that  "  the  particular  period  adopted  as  most 
suitable  generally  for  exclusion  was  determined  by  the  marked  difference 
in  the  classified  original  data  between  the  first  five  years  of  assurance  and 
the  subsequent  period."  This  table  is  frequently  used  in  conjunction  with 
the  H^  table  for  purposes  of  valuation. 

The  H^  and  H**^^^  tables  were  both  graduated  by  Woolhouse's  method. 

Sjpragube's  Select  Tables 

The  H^  table  is  an  aggregate  table  of  mortality,  the  rate  of  mortality 
at  each  age  being  determined  irrespective  of  the  duration  of  the  contract. 
In  tabulating,  the  statistics  for  each  age  at  entry  were  kept  separate,  with 
a  view  to  the  later  investigation  of  selection.  In  1879  Dr.  Sprague  pub- 
lished his  Select  Mortality  Tables,  which  are  based  upon  the  Institute 
observations.  He  first  reduced  the  statistics  for  each  age  at  entry  to  a 
common  radix  of  100,000,  and  in  order  to  diminish  irregularities  which 
might  arise  from  the  use  of  limited  data,  he  grouped  together  the  experience 
of  several  ages  to  get  the  experience  at  the  central  age.  It  will  be  remembered 
that  the  assumption  involved  in  the  Institute  calendar  method  is  that  the 
new  entrants  enter  on  the  average  in  the  middle  of  the  calendar  year  and 
attain  the  age  next  birthday  at  the  close  of  the  year.  Accordingly,  upon 
these  assumptions  there  would  be  for  central  age  at  entry  x,  the  deaths 
in  the  first  six  months  and  in  each  successive  year  thereafter  among 
100,000  of^exact  age  (^  -    |)  |  ^^^^^^^  ^^  ^^^^^  ^^^  ^^ 

Da  ^^;}|^}  200,000  of  exact  age  aj, 

50,000  of^exact  age  g  -  2|)  |  ^^^  q^q  ^^  ^^^^^  ^^^  ^^ 

In  all,  the  experience  of  500,000  at  assumed  age  at  entry  x. 
VOL.  V  9 
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The  reason  for  taking  the  experience  of  only  50,000  at  exact  ages 
(x  -  2J)  and  (x  +  2^)  is  that  the  experience  of  the  other  50,000  would  be 
included  in  central  ages  (a;  -  5)  and  (x  +  5)  respectively.  The  tables  were 
formed  for  central  ages  15,  20,  25  .  .  .  75. 

From  the  deaths  in  the  first  six  months,  and  in  each  successive  year 
thereafter  as  above.  Dr.  Sprague  employed  interpolation  to  obtain  the 
deaths  in  periods  of  six  months,  and  from  these,  by  adding  the  appropriate 
intervals,  he  obtained  the  deaths  in  each  assumed  year  of  duration.  The 
rates  of  mortality  at  the  intermediate  ages  at  entry  were  then  afterwards 
interpolated. 

The  tables  were  deduced  on  the  further  assumption  that  the  rates  of 
mortality  experienced  by  assured  lives  after  five  or  more  years  are  those 
of  the  H^^^^  table.  Accordingly,  having  obtained  the  rates  of  mortality 
during  the  first  five  years  as  above  described,  and  graduated  these  by  the 
graphic  method,  these  graduated  rates  of  mortality  were  joined  on  to 
the  H^^^^  table.  When  at  any  previous  duration  the  select  rates  of  mor- 
tality exceeded  the  H^^^^  the  latter  rates  were  assumed  from  that  duration 
onwards. 

No  amount  of  labour  can,  however,  deduce  true  select  tables  from  a 
calendar  year  experience.  Dr.  Sprague  has  pointed  out  that  among  the 
entrants  at  assumed  exact  age  (x  -  ^)  there  will  be  included  persons  who 
by  the  close  of  the  calendar  year  will  have  been  insured  for  all  periods 
varying  from  one  day  to  a  year,  so  that  it  is  impossible  to  say  whether 
the  rate  of  mortality  deduced  in  respect  of  the  calendar  year  of  entry 
is  even  an  approximation  to  the  probability  of  dying  in  the  first  six 
months. 

Until  the  publication  of  the  British  Offices'  Life  Experience,  1893, 
which  has  been  investigated  according  to  policy  years,  these  tables  were 
looked  upon  as  the  standard  Select  Tables.  For  the  calculation  of  life 
assurance  premiums,  for  investigating  the  effect  of  selection,  and  for  many 
other  purposes,  these  tables  were  looked  upon  as  the  best  available. 

Many  offices'  tables  of  premiums  are  based  on  the  H^  table,  some  on  the 
Carlisle,  and  not  so  many  on  Sprague's  select  tables.  As  already  indicated, 
the  H^  table  is  an  aggregate  table  of  mortality,  and  on  this  account  the 
premiums  by  this  table  as  compared  with  the  true  will  be  too  low  at 
the  young  ages  and  too  high  at  the  old.  Office  premiums  based  upon  the 
Carlisle  table,  and  loaded  with  a  percentage  addition,  will  exhibit  a  somewhat 
similar  effect. 

British  OJices'  Life  Tables,  1893 

The  opinion  had  been  frequently  expressed  that  the  H**  table  no  longer 
represented  the  rate  of  mortality  among  assured  lives,  that  in  fact  the  rates 
of  mortahty  were  lighter  than  indicated  in  these  tables.  It  was  also  felt 
that  new  tables  when  formed  should  contain  select  mortality  experi- 
ence, in  order  to  have  as  perfect  a  basis  as  possible  for  the  calculation  of 
premiums.  Accordingly,  a  Joint  Committee  of  the  Institute  of  Actuaries 
and  of  the  Faculty  of  Actuaries  was  formed  to  discuss  the  question,  and  in 
1894  cards  were  issued  to  the  contributing  offices.  Males  and  females 
were  dealt  with  separately,  differently  coloured  cards  being  used  for  this 
purpose.  Lives  rated  up  for  any  cause  whatever  were  excluded  from  the 
investigation.  The  period  covered  by  the  experience  was  from  the 
anniversary  of  the  policy  in  1863  or  subsequent  entry  to  the  anniversary 
in  1893  or  previous  exit. 
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The  chief  feature  of  this  experience  and  that  which  differentiates  it 
from  all  others  is  the  allocation  of  the  data  into  the  several  classes  of 
assurance  under  which  the  poUcies  were  effected.  Select  mortality  tables 
have  been  formed,  so  that  we  are  enabled  to  observe  for  the  first  time 
the  joint  effect  of  the  company's  selection  by  medical  examination  and 
the  policyholder's  selection  of  the  class  of  assurance  upon  the  resulting 
experience. 

The  section  relating  to  whole  life  assurances  contains  the  experience 
of  608,645  entrants.  The  number  of  years  of  life  observed  is  7,659,454, 
the  average  duration  of  the  contracts  being  12-58  years.  In  the  0^  table 
(an  aggregate  table  of  mortality  representing  the  experience  of  whole  life 
with  profit  assurants,  males)  the  number  of  years  of  life  observed  is 
7,056,863.  One  striking  point  in  connection  with  this  section  of  the 
experience  is  the  extent  of  the  observations  at  the  older  ages. 

In  the  case  of  the  endowment  assurance  section,  the  select  tables  are 
the  combined  experience  of  the  with  and  without  profit  poUcies.  In 
addition,  we  have  the  experience  of  whole  life  assurances  with  limited 
premiums,  whole  life  assurances  with  ascending  scale  of  premiums,  joint- 
life  assurances,  contingent -survivorship  assurances,  and  temporary  assur- 
ances. In  the  majority  of  these  cases,  particulars  are  given  in  respect  of 
male  lives  only. 

Examination  of  the  select  tables  for  the  various  ages  at  entry  seemed  to 
indicate,  that  after  a  period  of  ten  years,  the  effect  of  selection  became 
unimportant.  Accordingly  the  0^^^°^  table  has  been  formed,  which  gives 
the  rates  of  mortality  among  whole  hfe  with  profit  assurants  (males)  who 
have  been  ten  or  more  than  ten  years  upon  the  books.  The  select 
values  during  the  first  ten  years  have  been  graduated  on  to  this  ultimate 
table. 

The  0^^^^  table  has  been  graduated  by  Makeham's  first  modification  of 
Grompertz's  law.  The  O'^  table  has  been  made  identical  with  the  0^^^^  after 
age  80.  Below  that  age  we  are  told  that  the  O'^  functions  have  been 
derived  from  the  0**^^^  by  superimposing  two  normal  frequency  curves. 

These  tables  may  be  looked  upon  as  the  standard  tables  of  assured  life 
mortality  at  the  present  day.  Graduated  tables  have  only  been  formed  in 
respect  of  the  whole  life  with  profits  experience.  All  premiums  should 
be  based  upon  the  select  tables.  It  would,  however,  be  necessary  when 
loading  the  pure  premiums  to  obtain  the  office  premiums,  to  keep  in  view 
any  deviation  in  the  mortality  between  the  experience  of  that  section  and 
the  particular  class  for  which  the  rate  is  being  calculated. 

The  0^  and  0^^^^  tables  wiU  tend  through  time  to  take  the  place  of  the 
similar  H^  and  H*^^*^  tables  for  purposes  of  valuation. 


Government  Annuitants'  Exjperien^e 

In  1808  the  National  Debt  Commissioners  commenced  to  grant  life 
annuities,  and  they  applied  to  Mr.  Arthur  Morgan,  then  Actuary  of 
the  Equitable  office,  to  compute  tables  for  this  purpose.  Unfortunately 
there  was  at  that  time  only  one  English  mortality  table  available,  namely, 
the  Northampton  Table,  which  had  been  shown  in  the  case  of  the 
Equitable  office  to  be  very  profitable  for  the  granting  of  assurances  on 
lives.  It  never  seems  to  have  occurred  to  the  Treasury  that,  on  that 
very  account,  such  a  table  must  be  an  unsuitable  basis  upon  which  |to 
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calculate  annuity  rates  as,  to  be  on  the  safe  side,  the  most  favourable  view 
of  mortality  should  of  course  be  taken.  They,  however,  entrusted  to  Mr. 
Morgan  the  work  of  preparing,  from  the  Northampton  Table,  rates  for 
the  Government  life  annuities  which  they  had  decided  to  grant.  The 
annuity  rates  so  calculated  continued  to  be  used  for  twenty  years,  and 
caused  a  very  great  loss  to  the  country,  estimated  as  amounting,  during  the 
first  eleven  years  they  were  in  use,  to  nearly  two  millions  sterling. 

In  1819  Mr.  John  Finlaison  was  asked  to  report  upon  the  annuity 
system  of  the  Government,  and  in  his  report  he  directed  attention  to  the 
enormous  loss  caused  by  granting  annuities  at  the  rates  then  current.  He 
took  for  his  materials  the  nominees  of — 

(1)  Various  English  and  Irish  tontines  from  1693  to  1789. 

(2)  Life  annuities  issued  by  the  Exchequer  from  1745  to  1779 ;  and 

(3)  Life  annuities  chargeable  on  Sinking  Fund  from  1808  as  above. 
One  of  the  most  important  results  of  his  investigation  was  the  marked 

superiority  of  female  life  over  male.  Tables  of  annuities  were  deduced 
from  his  results,  and  employed  by  the  Government.  The  table  is  known  as 
the  Government  Annuity  Experience,  No.  1. 

A  second  investigation  into  the  mortality  experience  of  annuitants  was 
made  in  1860  by  Mr.  A.  G.  Finlaison,  the  Actuary  at  that  time  to  the 
National  Debt  Commissioners,  the  materials  used  being  the  nominees  of — 

(1)  The  Irish  tontines  of  1773-1778. 

(2)  The  EngUsh  tontine  of  1789. 

(3)  The  annuities  granted  by  National  Debt  Commissioners  1808-1850, 
in  all  28,367  persons,  11,829  of  whom  were  males,  and  16,538  females.  The 
results  confirmed  the  fact  that  female  life  was  superior  to  male,  but  not  to 
the  same  extent  as  in  1829.  These  tables  were  not  adopted  by  the  Govern- 
ment, owing  possibly  to  Mr.  Finlaison's  suggestion  that  a  further  period  of 
years  might  restore  the  value  of  female  life  to  the  higher  rate  indicated  by 
Mr.  John  Finlaison's  tables.  The  experience  of  1860  is  known  as  the 
Government  Annuity  Table,  No.  2. 

The  third  and  most  important  investigation  into  the  Government 
experience  was  made  by  Mr.  A.  J.  Finlaison,  the  results  being  published 
in  1883.  The  data  consisted  exclusively  of  the  records  of  the  annuities 
issued  from  the  National  Debt  Office  during  the  period  from  1808  to  1875. 
The  number  included  was  30,788,  of  whom  10,929  were  males  and 
19,859  females.  The  existing  were  traced  to  the  anniversary  of  the  date 
of  birth  in  1875. 

The  method  of  tracing  the  rate  of  mortality  through  life  years  was 
adopted.  It  was  found  by  investigation  that  on  the  average  a  period  of 
four  months  had  elapsed  between  the  birthday  and  the  date  of  entry. 

An  analysis  of  the  facts  was  made  to  ascertain  the  effect  of  selection, 
and  it  was  found  to  be  unimportant  after  four  years.  The  nominees  at 
each  age  were  accordingly  traced  separately  for  the  first  four  years  of  their 
existence  as  such  (for  ages  40  to  80),  and  thereafter  were  combined  with  the 
experience  of  the  nominees  at  all  ages. 

It  has  already  been  stated  that  it  is  impossible  to  obtain  select  tables 
by  means  of  the  life  year  method  of  tracing  the  rates  of  mortality.  The 
same  difficulty  presents  itself  as  in  the  case  of  the  calendar  year  statistics, 
that  when  the  entrants  at  age  x  last  birthday  attain  age  (a?  +  1),  they  will 
have  been  exposed  to  risk  for  all  periods  ranging  from  one  day  to  one  year, 
so  that  it  is  impossible  to  say  without  investigation  whether  the  rate  of 
mortahty  deduced  in  respect  of  the  year  of  entry  is  even  an  approximation 
to  the  probability  of  dying  in  the  eight  months  after  entry.     But  there  is 
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another  and  material  point,  namely,  that  on  the  conditions  assumed,  Mr. 
Finlaison's  results  at  age  at  entry,  60  for  example,  give  us  the  rates  of 
mortality  at  age  60^  at  entry  during  the  eight  months  following  entry  and 
thereafter  during  each  of  the  next  three  years,  instead  of  as  is  indicated 
the  rates  of  mortahty  at  age  60  during  each  of  the  first  four  years. 

The  method  of  graduation  employed  was  Gompertz's  when  the  facts 
were  few,  and  Woolhouse's  when  the  facts  were  numerous. 

Males  and  females  were  traced  separately  as  in  the  previous  Grovern- 
ment  investigations.  The  former  were  again  found  to  indicate  heavier 
rates  of  mortality  than  the  latter.  Very  complete  tables  of  single  life 
annuities  for  rates  of  interest  from  3  to  5  per  cent  were  published,  and 
joint  life  annuity  values  at  2|,  3,  and  3|  per  cent  have  since  been  issued. 

These  tables  are  the  basis  of  the  rates  charged  by  the  Government  for 
the  granting  of  annuities.  Until  the  publication  of  the  results  of  the 
British  Ofl&ces'  Life  Annuity  Experience,  they  were  looked  upon  as  the 
standard  tables  for  all  calculations  connected  with  annuities. 


British  Ojffices*  Life  Annuity  Tables,  1893 

This  investigation  is  of  special  importance,  as  it  relates  entirely  to  the 
experience  of  annuities  purchased  from  life  assurance  and  annuity  institu- 
tions. The  period  over  which  the  observations  extend  is  from  1863  to 
1893.  The  particulars  of  each  annuity  current  at  the  commencement  of 
the  observations  in  1863,  and  of  these  subsequently  granted  up  to  the  close 
of  the  period,  were  supplied  upon  cards,  a  separate  card  being  written  for 
each  annuity,  the  total  of  such  cards  being  approximately  9700  for  male 
and  24,300  for  female  lives. 

The  tables  published  take  the  form  of  Select  Tables.  The  entrants  at 
each  age  have  been  traced  separately  during  the  first  five  years,  the 
rates  of  mortality  thereafter  being  these  of  the  ultimate  experience  formed 
by  omitting  the  observations  of  the  select  period. 

The  experience  of  the  male  annuitants  has  been  graduated  by  Make- 
ham's  law.  In  the  case  of  the  females,  Makeham's  law  has  again  been 
assumed,  but  it  has  been  found  necessary  in  this  section  to  have  recourse 
to  a  supplementary  series.  In  the  female  table,  therefore,  the  virtues  of  a 
Makeham  graduation  are  done  away  with. 

It  had  long  been  felt  that  the  Government  tables  were  not  altogether 
applicable  to  the  annuitants'  experience  of  life  assurance  companies,  that  in 
fact  the  rates  of  mortality  experienced  by  the  latter  were  lighter  than  those 
given  in  the  Government  table.  Several  reasons  might  be  adduced  for  this 
theory.  The  fact  that  the  period  of  observations  over  which  the  Govern- 
ment experience  extended  was  from  1808  to  1875  was  in  itself  a  deterrent 
from  the  employment  of  that  experience,  since  it  is  known  that  the  rates  of 
mortality  have  continued  to  improve.  Another  reason  is  the  undoubted 
fact  that  the  selection  exercised  against  insurance  companies  is  greater 
than  in  the  case  of  the  Government.  On  the  whole,  too,  it  is  to  be 
expected  that  life  ofl&ce  annuitants  are  of  a  somewhat  better  class  than  the 
Government  nominees.  The  theory  finds  confirmation  in  the  comparison 
of  the  graduated  values  of  the  new  experience  with  the  Government  values. 
In  the  case  of  the  females,  who  form  the  great  proportion  of  the  annuitants, 
the  new  annuity  values  at  any  age  approximate  to  those  of  the  Government 
at  an  age  one  year  younger.  In  the  case  of  the  males  at  the  older  ages  the 
difference  is  about  half  a  year.  W.  A.  Kobertson. 
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Definition. — A  mortgage  may  be  defined  as  a  security  for  a  debt, 
created  by  means  of  a  transfer  of  the  ownership  of  property  from  the 
debtor  to  the  creditor,  subject  to  a  proviso  for  a  re-transfer  on  payment 
of  the  debt.  Where  the  legal  ownership  of  the  property  is  transferred  to 
the  mortgagee,  the  mortgage  is  called  a  legal  mortgage ;  where  only  the 
equitable  ownership  is  transferred,  it  is  called  an  equitable  mortgage.  The 
interest  of  the  mortgagor  in  property  mortgaged  is  called  an  equity  of 
redemption,  and  may  itself  be  the  subject  of  further  mortgages.  Every 
mortgage  of  an  equitable  estate  or  interest,  or  of  the  equity  of  redemption 
of  property  already  subject  to  a  legal  mortgage,  must  of  necessity  be  an 
equitable  mortgage,  because  the  mortgagor,  not  having  the  legal  ownership, 
is  incapable  of  transferring  it  to  the  mortgagee. 

The  difference  between  a  mortgage  and  pledge  is  that  in  a  mortgage 
the  ownership  of  the  property  is  transferred  to  the  mortgagee,  the  mort- 
gagor usually,  though  not  necessarily,  remaining  in  possession,  whereas  in 
a  pledge  only  the  possession  is  transferred  to  the  pledgee,  the  pledgor 
remaining  the  owner.  Mortgages  of  personal  chattels  are  effected  by  bills 
of  sale,  which  are  treated  of  under  the  title  "  Bill  of  Sale,"  and  will  not  be 
further  referred  to  in  this  article. 

An  instrument  which  is  really  intended  as  a  security  for  money  will  be 
construed  as  a  mortgage,  although  in  point  of  form  it  may  purport  to  be  an 
absolute  conveyance  or  assignment ;  according  to  the  maxim,  "  Equity  looks 
to  the  intent  rather  than  the  form  " ;  and  parol  evidence  is  admissible  in 
such  a  case  to  show  what  was  the  true  intention  of  the  parties.  Thus,  a 
conveyance  on  sale,  with  a  contemporaneous  collateral  agreement  for  re- 
purchase and  reconveyance  on  repayment  of  the  purchase  money,  may  be 
construed  as  a  mortgage  if  it  appears  from  the  evidence  and  circumstances 
of  the  particular  case  that  it  was  intended  merely  as  a  security.  Such 
circumstances  as  the  gross  inadequacy  of  the  amount  paid  as  the  price 
of  the  property ;  the  grantor  remaining  in  possession ;  or  the  grantee 
accounting  to  him  for  the  rents,  retaining  only  an  amount  equivalent  to 
interest,  are  each  considered  evidence  tending  to  show  that  the  transaction 
was  intended  as  a  mortgage. 
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The  distinction  between  a  mortgage  and  a  sale  with  a  right  of  re- 
purchase within  a  given  time  is  important  in  the  following  respects: — 
(1)  In  the  case  of  a  mortgage,  the  mortgagor  is  entitled  to  redeem  at  any- 
time before  foreclosure  or  sale,  subject  to  the  statute  of  limitations ;  whereas, 
in  the  case  of  a  sale  with  an  option  to  repurchase,  the  time  fixed  for  the 
exercise  of  the  option  must  be  strictly  observed,  there  being  no  principle 
on  which  the  Court  has  power  to  grant  relief  if  the  time  limited  for 
repurchase  has  gone  by.  (2)  In  the  case  of  a  sale  of  real  property,  if  the 
purchaser  dies  seised,  the  estate  devolves  upon  his  real  representatives  in 
trust  for  the  heir  or  devisee ;  whereas,  in  the  case  of  a  mortgage,  being 
merely  a  security  for  the  debt,  it  passes,  on  the  death  of  the  mortgagee,  to 
his  personal  representatives. 

Mortgages  of  Ijlnd 

Freeholds  in  Fee. — A  legal  mortgage  of  an  estate  in  fee  simple  is 
effected  by  an  indenture,  containing — (1)  Covenants  by  the  mortgagor  for 
repayment  of  the  loan  on  a  certain  date,  with  interest  at  a  specified  rate, 
and  for  payment  of  interest  on  any  portion  of  the  principal  remaining 
impaid  after  that  date ;  (2)  A  conveyance  of  the  property  to  the  mortgagee, 
subject  to  a  proviso  that  if  the  mortgagor  shall  repay  the  principal  with 
interest  on  the  day  fixed,  the  mortgagee  shall  reconvey  the  property; 
(3)  Various  provisions,  according  to  the  circumstances,  as  for  the  reduction 
of  the  rate  of  interest  on  punctual  payment,  for  repayment  by  instalments, 
for  insurance  against  fire,  covenants  as  to  repairs,  etc. 

The  date  fixed  for  repayment  is  usually  that  appointed  for  the  first 
payment  of  interest,  and  the  mortgagor  cannot  redeem  before  that  date. 
The  date  is  not,  however,  fixed  as  the  date  after  which  the  mortgagor  will 
be  unable  to  redeem,  or  as  the  date  when  it  is  really  intended  that  the  loan 
shall  be  repaid,  but  as  a  date  before  which  the  mortgagee  cannot  fore- 
close or  call  for  repayment.  As  to  foreclosure,  see  the  article  mider  that 
title.  If  the  money  is  not  repaid  on  the  appointed  day  the  mortgagee  is 
entitled  to  six  months'  notice  of  the  mortgagor's  intention  to  pay  off  the 
debt,  or  to  six  months'  interest  in  lieu  of  notice,  except  where  the 
mortgagee  has  entered  into  possession,  or  has  commenced  an  action  to 
enforce  payment  of  the  debt.  Where  notice  is  given  by  the  mortgagor  of 
his  intention  to  pay  off  the  debt,  he .  must  be  prepared  to  pay  the  money 
punctually  on  the  expiration  of  the  notice,  otherwise  the  mortgagee  will 
be  entitled  to  a  fresh  six  months'  notice,  or  six  months'  interest  in  lieu 
thereof. 

A  provision  for  the  payment  of  a  higher  rate  of  interest  than  that 
reserved,  in  the  event  of  its  not  being  punctually  paid,  is  in  the  nature  of 
a  penalty,  against  which  a  Court  of  Equity  will  grant  relief.  It  is  therefore 
usual  to  reserve  a  higher  rate  than  that  intended  to  be  paid,  with  a 
provision  that  in  the  event  of  punctual  payment  the  lower  rate  shall  be 
accepted.  The  acceptance  of  the  lower  rate  is  sometimes  made  conditional 
upon  the  performance  by  the  mortgagor  of  other  covenants  in  the  mortgage 
deed,  such  as  those  relating  to  insurance,  repairs,  etc. 

The  effect  of  a  provision  that  the  mortgagee  shall  accept  payment  by 
instalments  is  that,  so  long  as  the  instalments  are  regularly  paid,  the 
mortgagee  has  no  power  to  call  for  repayment  of  the  principal,  but  in  the 
event  of  any  instalment  not  being  duly  paid,  he  may  call  in  the  entire 
amount  remaining  unpaid.  Sometimes  a  clause  is  inserted  providing  for 
the  continuance  of  the  loan  for  a  certain  time,  subject  to  punctual  payment 


136  MORTGAGE 

of  interest  and  the  due  performance  of  covenants  by  the  mortgagor,  the 
efifect  being  that  the  mortgagee  cannot  call  for  repayment  during  that  time 
unless  the  mortgagor  makes  default. 

Where  the  mortgage  is  by  a  tenant  in  tail,  the  deed  must  be  enrolled 
in  the  central  office  of  the  Supreme  Court  within  six  months  of  its 
execution,  so  as  to  bar  the  entail. 

Lift  Estate. — A  mortgage  of  a  life  estate  in  freeholds  may  be  effected 
either  by  an  assignment  of  the  life  estate,  or  by  a  demise  for  ninety-nine 
years  if  the  mortgagor  shall  so  long  live,  without  impeachment  for  waste. 
The  mortgagor  can,  in  either  case,  still  exercise  his  powers  as  tenant  for 
life  under  the  Settled  Land  Acts,  with  the  consent  of  the  mortgagee,  and 
in  the  case  of  leases  at  the  full  rental  value,  can  do  so  without  such 
consent. 

Copyholds. — A  mortgage  of  copyholds  is  effected  by  a  conditional 
surrender  to  the  use  of  the  mortgagee,  the  condition  making  the  sur- 
render void  on  repayment  of  the  principal  and  interest  on  a  given  day, 
the  condition  being  entered  on  the  Court  Eolls  immediately  after  the 
surrender.  A  conditional  surrender  is  not  a  deed  within  the  meaning  of 
the  Conveyancing  Act,  and  it  is  therefore  usually  preceded  by  a  covenant 
to  surrender,  which  is  a  deed,  so  that  the  usual  powers  of  sale,  etc.,  and 
covenants  for  title,  may  be  implied.  The  title  of  the  mortgagee  is  not 
legally  complete  until  he  has  been  admitted  in  pursuance  of  the  surrender, 
but  it  is  not  usual  for  him  to  be  admitted,  on  account  of  the  fees  payable 
to  the  lord  of  the  manor,  and  he  runs  no  risk  by  not  being  admitted, 
because,  on  admittance,  his  title  relates  back  to  the  time  of  the  surrender, 
and  is  good  against  that  of  any  other  person  to  whom  the  mortgagor  may 
have  surrendered  in  the  meanwhile.  If  the  condition  is  broken  the  mort- 
gagee may  proceed  to  foreclosure  even  before  admittance. 

When  a  mortgagee  who  has  not  been  admitted  is  paid  off,  the  surrender 
becomes  void,  and  it  is  sufficient  to  enter  an  acknowledgment  of  satisfaction 
on  the  Court  Eolls.  But  if  the  mortgagee  has  been  admitted  it  is  necessary, 
on  payment  off,  for  him  to  resurrender  to  the  use  of  the  mortgagor,  and  for 
the  mortgagor  to  be  readmitted. 

Leaseholds  for  Years. — A  mortgage  of  leaseholds  may  be  effected  either 
by  assignment  or  by  demise.  An  assignee  of  a  lease,  so  long  as  the  term  is 
vested  in  him,  is  liable  to  the  landlord  for  the  rent  and  on  such  of  the 
lessee's  covenants  as  run  with  the  land,  whereas  an  underlessee  incurs  no 
liability  to  the  head  landlord.  Except  where  the  rent  is  merely  nominal, 
and  there  are  no  onerous  covenants,  it  is  therefore  usual,  in  order  that  the 
mortgagee  may  avoid  liability,  for  the  mortgagor  to  demise  the  premises  to 
the  mortgagee  for  the  whole  unexpired  residue  of  the  term,  except  the  last 
day  thereof,  and  to  declare  that  he  will  hold  the  nominal  reversion  in  trust 
for  the  mortgagee,  subject  to  the  equity  of  redemption  subsisting  for  the 
time  being.  An  irrevocable  power  of  attorney  may  be  given  to  the  mort- 
gagee, authorising  him  to  assign  the  nominal  reversion  to  himself  or  any 
other  person,  so  as  to  enable  him  at  any  time  to  obtain  the  legal  estate. 
A  mortgage  of  leasehold  premises  includes  the  fixtures  and  the  goodwill  of 
any  business  carried  on  there. 

In  the  case  of  a  renewable  leasehold  it  is  usual  to  insert  a  covenant 
by  the  mortgagor  to  procure  or  endeavour  to  procure  a  renewal,  and  to 
assign  the  renewed  lease  to  the  mortgagee,  subject  to  the  existing  equity  of 
redemption,  with  a  provision  that,  on  default  of  the  mortgagor,  the  mort- 
gagee may  renew  and  hold  the  renewed  lease  as  security  for  the  mortgage 
debt  and  costs  of  renewal.    Even  in  the  absence  of  such  a  provision  the 
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mortgagee  is  entitled  to  renew  the  lease,  and  hold  it  as  security  for  the 
debt  and  costs  of  renewal,  but  neither  party  is  bound  to  renew  unless  he 
has  agreed  to  do  so. 

Statutory  Mortgages. — The  Conveyancing  Act,  1881,  contains  in  the 
third  schedule  a  short  form  of  deed  of  statutory  mortgage  of  freeholds  or 
leaseholds,  in  which  covenants  by  the  mortgagor  for  payment  of  principal 
and  interest,  and  a  proviso  for  redemption,  are  implied  by  virtue  of  the  Act 
(see  section  26). 

Joint  Account  Clause. — Where  two  or  more  persons  lent  money  on  one 
mortgage,  and  it  was  intended,  as  for  instance,  where  the  mortgagees  were 
trustees,  that  the  receipt  of  the  survivor  or  survivors  should  be  a  sufficient 
discharge  to  the  mortgagor  in  the  event  of  the  death  of  one  or  more  of  the 
mortgagees,  it  was  necessary  before  1882  to  insert  a  clause  in  the  mortgage 
deed  in  order  to  preclude  the  equitable  rule  that  money  advanced  by  two 
or  more  persons  belonged  to  them  severally  and  not  jointly.  But  it  is  now 
provided  by  section  61  of  the  Conveyancing  Act,  1881,  that  where  in  a 
mortgage,  or  a  transfer  of  a  mortgage,  the  sum  advanced  or  owing  is 
expressed  to  be  advanced  by  or  owing  to  ,more  persons  than  one  out  of 
money,  or  as  money,  belonging  to  them  on  a  joint  account,  or  a  mortgage 
or  transfer  is  made  to  more  persons  than  one  jointly,  and  not  in  shares,  the 
mortgage  money  for  the  time  being  due  to  those  persons  shall  be  deemed 
to  be  and  remain  money  belonging  to  them  on  a  joint  account,  as  between 
them  and  the  mortgagor ;  and  the  receipt  in  writing  of  the  survivors  or 
last  survivor  of  them,  or  of  the  personal  representatives  of  the  last  survivor, 
shall  be  a  complete  discharge  for  all  money  for  the  time  being  due,  not- 
withstanding any  notice  to  the  payer  of  a  severance  of  the  joint  account. 
The  section  appKes  only  if  and  as  far  as  a  contrary  intention  is  not 
expressed  in  the  mortgage  or  transfer,  and  has  effect  subject  to  the  terms 
and  provisions  therein  contained.  The  fact  that  a  mortgage  is  made  to  two 
or  more  persons  jointly,  or  that  the  mortgage  deed  contains  a  declaration 
that  the  money  is  advanced  as  a  joint  account,  does  not  preclude  the  mort- 
gagees from  showing  that,  as  between  themselves,  the  money  belongs  to 
them  severally  and  not  jointly. 

EquitaUs  Mortgages. — An  equitable  mortgage  of  land  may  be  created 
by  deed,  by  a  mere  deposit  of  title-deeds  without  writing,  or  by  a  written 
agreement  not  under  seal ;  but  not  by  a  verbal  agreement,  apart  from  a 
deposit  of  title-deeds,  owing  to  the  provisions  of  the  Statute  of  Frauds.  A 
mortgage  of  an  equity  of  redemption  is  usually  effected  by  a  deed,  similar 
in  form  to  that  by  which  a  legal  mortgage  is  created,  except  that  it  is 
expressed  to  be  subject  to  the  prior  mortgage  or  mortgages. 

All  that  is  necessary  in  order  to  create  a  valid  equitable  mortgage  by  a 
written  agreement  is  that  it  should  appear  from  the  agreement  that  the 
debtor  intended  that  his  property  should  be  a  security  for  a  debt ;  and  in 
the  case  of  a  mortgage  by  deposit,  it  is  sufficient  if  some  of  the  material 
title-deeds  of  the  property  are  deposited  as  security,  whether  for  an 
antecedent  or  future  debt,  and  parol  evidence  is  admissible  to  explain 
the  object  of  the  deposit.  Where  no  rate  of  interest  is  agreed  upon,  an 
equitable  mortgagee  by  deposit  is  entitled  to  interest  at  the  rate  of  4  per 
cent.  The  deposit  will  cover  subsequent  advances,  if  it  was  originally 
agreed  that  the  deeds  should  be  held  as  security  for  future  advances,  or 
if  the  further  advances  were  made  on  the  terms  that  they  should  be  so 
secured. 

There  is  some  conflict  of  authority  as  to  what  are  the  remedies  of  an 
equitable  mortgagee  by  deposit.     But  it  seems  to  be  now  settled  that  he 
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is  entitled  to  foreclosure,  or  to  an  order  for  sale  of  the  property,  whether 
the  deposit  is  accompanied  by  a  written  agreement  to  execute  a  legal 
mortgage  or  not,  but  he  has  no  implied  power  of  sale,  nor  other  implied 
powers  given  by  the  Conveyancing  Act,  1881,  because  such  powers  are 
only  implied  in  the  case  of  a  mortgage  by  deed,  nor  is  he  entitled  to 
possession  of  the  property  until  after  an  order  for  foreclosure  has  been 
made. 

Mortgagee's  Estate. — On  default  in  repayment  at  the  time  fixed,  the 
estate  of  a  legal  mortgagee  becomes  absolute  at  law ;  but  in  equity  his 
estate  is  treated  as  a  mere  security  for  the  principal,  interest,  and  costs 
properly  incurred  in  relation  to  the  mortgage.  Until  the  Conveyancing 
Act,  1881,  a  legal  estate  of  inheritance  vested  in  a  mortgagee  devolved  on 
his  death  to  the  heir-at-law  or  devisee,  though  the  legal  personal  repre- 
sentatives were  entitled  to  the  debt,  and  on  repayment  could  compel  the 
heir  or  devisee  to  reconvey  the  property.  In  the  case  of  death  after 
31st  December  1881  the  Conveyancing  Act  provides  that  an  estate  or 
interest  of  inheritance  vested  by  way  of  mortgage  in  any  person  solely 
shall,  on  his  death,  notwithstanding  any  testamentary  disposition  to  the 
contrary  devolve  to  and  become  vested  in  his  personal  representatives 
from  time  to  time,  as  if  it  were  a  chattel  real  {i.e.  a  leasehold  for  years), 
and  accordingly  all  the  like  powers  to  dispose  of  and  otherwise  deal  with 
the  same  shall  belong  to  the  deceased's  personal  representatives,  with  all 
the -like  incidents,  but  subject  to  all  the  like  rights,  equities,  and  obligations 
as  if  the  same  were  a  chattel  real,  the  personal  representatives  being 
deemed  in  law  his  heirs  and  assigns,  within  the  meaning  of  all  trusts  and 
powers.  This  provision  does  not,  however,  since  the  Copyhold  Act,  1894, 
apply  to  land  of  copyhold  or  customary  tenure  vested  in  the  tenant  on  the 
Court  Rolls  by  way  of  mortgage,  which  will  still  devolve  on  the  customary 
heir  or  devisee  on  the  death  of  the  mortgagee.  The  Land  Transfer  Act, 
1897,  has  made  no  change  in  the  law  in  this  respect. 

Fixtures. — Unless  a  contrary  intention  appears,  fixtures  put  up  on  the 
mortgaged  premises  by  the  mortgagor,  whether  before  or  after  the  date  of 
the  mortgage,  and  though  merely  for  the  purpose  of  the  business  carried  on 
there,  will  pass  to  a  mortgagee  of  the  fee-simple.  This  rule  applies  though 
the  fixtures  are  of  such  a  kind  that  they  are  capable  of  being  removed 
without  substantial  damage  to  the  building. 

Bight  of  Mortgagee  to  Possession. — Subject  to  any  express  provision  to 
the  contrary  in  the  mortgage  deed,  a  legal  mortgagee  of  land  is  entitled  to 
enter  into  possession,  and  after  notice  to  the  tenants,  if  the  land  is  in  lease, 
to  the  receipt  of  the  rents.  A  mortgagee  in  possession  is  not,  however, 
entitled  to  any  remuneration  for  his  trouble,  not  being  allowed  to  obtain 
any  benefit  from  the  mortgage  beyond  his  principal,  interest,  and  costs ; 
and  he  is  accountable  to  the  mortgagor,  not  only  for  what  he  has  actually 
received,  but  also  for  what,  but  for  his  wilful  default,  he  might  have 
received.  He  is  also  liable  to  pay  an  occupation  rent  for  such  portion  of 
the  property  as  he  may  retain  in  his  own  occupation.  Where  the  estate 
consists  of  more  than  one  tenement,  the  mortgagee  may  enter  into  possession 
of  one  or  more  of  such  tenements  without  taking  possession  of  the  other 
or  others,  and  in  such  case  is  only  accountable  in  respect  of  the  portion  of 
the  property  of  which  he  has  taken  possession. 

It  is  the  duty  of  a  mortgagee  in  possession,  out  of  the  surplus  rents, 
to  keep  the  property  in  necessary  repair ;  and  he  is  entitled  to  add  to  his 
debt  any  outlay  for  necessary  repairs  or  rebuilding,  or  for  rent  collecting, 
or  expenses  incurred  in  maintaining  the  title  to  the  estate,  or  renewing 
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renewable  leaseholds.  But  he  may  not  make  any  charge  for  management, 
or  for  collecting  rents  if  he  collects  them  in  person,  even  if  the  mortgagor 
has  consented  to  his  making  such  a  charge ;  and  he  will  not  be  allowed  for 
improvements,  other  than  necessary  repairs,  made  without  the  consent  of 
the  mortgagor. 

When  a  mortgage  deed  contains  an  attornment  clause  the  mortgagee  is 
not  accountable  as  a  mortgagee  in  possession  in  respect  of  the  rent  reserved 
by  that  clause;  nor  is  a  mortgagee  accountable  as  a  mortgagee  in  possession 
merely  because  he  is  in  receipt  of  the  rents  and  profits  of  the  estate,  if  he 
has  not  taken  out  of  the  hands  of  the  mortgagor  the  power  and  duty  of 
managing  the  estate  and  dealing  with  the  tenants. 

If  a  mortgagee,  who  has  entered  into  possession,  transfers  the  mortgage 
voluntarily,  and  without  the  assent  of  the  mortgagor,  he  is  accountable, 
not  only  for  the  rents  and  profits  received  by  himself,  but  also  for  the 
receipts  and  defaults  of  the  transferee.  This  rule,  however,  only  applies 
where  the  transfer  is  a  voluntary  one,  and  not  where  it  is  directed  by  the 
Court  in  a  redemption  suit.  Nor  does  the  rule  apply  if  the  mortgagor 
concurs  in  the  assignment. 

Where  there  are  successive  mortgages,  and  the  first  mortgagee  is  in 
possession,  it  is  his  duty,  after  notice  of  the  second  mortgage,  to  account  to 
the  second  mortgagee,  and  he  will  not  be  allowed  credit  for  any  payments 
which,  after  receipt  of  such  notice,  he  may  have  made  to  the  mortgagor. 

Subject  to  any  expression  of  a  contrary  intention  in  the  mortgage  deed, 
a  mortgagee  in  possession  may  cut  and  sell  timber  and  other  trees  ripe  for 
cutting,  and  not  planted  or  left  standing  for  shelter  or  ornament,  or  may 
contract  for  any  such  cutting  and  sale  to  be  completed  within  any  time 
not  exceeding  twelve  months  from  the  date  of  the  contract.  A  mortgagee 
in  possession  may  also  work  mines  already  open,  but  he  may  not  open  new 
mines  unless  his  security  is  insufficient. 

In  taking  the  accounts  of  a  mortgagee  who  has  been  in  possession,  it  is 
sometimes  a  question  of  some  importance  whether  the  account  shall  be 
taken  simply  by  ascertaining  the  amount  due  to  the  mortgagee  in  respect 
of  principal,  interest,  and  costs  on  the  one  side,  and  the  amount  of  his 
receipts  on  the  other,  or  whether  annual  rests  shall  be  made,  so  that  each 
year  in  which  the  receipts  exceed  the  amount  of  interest  due  the  excess 
shall  be  applied  in  reduction  of  principal.  As  a  general  rule  the  account 
will  be  taken  with  annual  rests,  if  the  interest  was  not  in  arrear  and  the 
security  was  in  no  danger  at  the  time  when  the  mortgagee  entered  into 
possession,  or  if  he  remained  in  possession  after  payment  in  full  of  the 
mortgage  debt ;  but  not  otherwise. 

Power  of  Leasing. — Except  so  far  as  a  contrary  intention  is  expressed  in 
the  mortgage  deed,  or  other  writing,  by  the  mortgagor  and  mortgagee,  a 
mortgagor  of  land  while  in  possession  has,  as  against  every  incumbrancer, 
and  a  mortgagee  of  land  while  in  possession,  has,  as  against  all  prior 
incumbrancers  (if  any)  and  as  against  the  mortgagor,  power,  by  virtue  of 
section  18  of  the  Conveyancing  Act,  1881,  from  time  to  time  to  grant 
(1)  agricultural  or  occupation  leases  for  any  term  not  exceeding  twenty-one 
years,  and  (2)  building  leases  for  any  term  not  exceeding  ninety-nine  years, 
every  such  lease  to  be  made  to  take  effect  in  possession  not  later  than 
twelve  months  after  its  date.  Every  such  lease  must  reserve  the  best  rent 
reasonably  obtainable,  without  any  fine  being  taken,  and  must  contain  a 
covenant  by  the  lessee  for  payment  of  the  rent,  and  a  condition  of  re-entry 
on  the  rent  not  being  paid  within  a  time  therein  specified,  not  exceeding 
thirty  days ;  and  every  such  building  lease  must  be  made  in  consideration 
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of  the  erection,  within  not  more  than  five  years  from  the  date  of  the  lease, 
of  buildings,  new  or  additional,  or  of  the  improvement  or  repair  of  buildings, 
or  the  execution,  on  the  land  leased,  of  an  improvement  for  or  in  connection 
with  building  purposes ;  and  may,  for  the  first  five  years  or  less,  reserve  a 
nominal  or  other  rent  less  than  the  rent  ultimately  payable.  In  the  case 
of  a  lease  by  the  mortgagor  he  must,  within  one  month  after  the  making 
of  the  lease,  deliver  to  the  mortgagee,  or  where  there  are  more  than  one, 
to  the  mortgagee  first  in  priority,  a  counterpart  of  the  lease  duly  executed 
by  the  lessee ;  but  the  lessee  is  not  concerned  to  see  that  this  provision  is 
complied  with. 

Nothing  in  the  Act  enables  a  mortgagor  or  mortgagee  to  make  a  lease 
for  any  longer  term  or  on  any  other  conditions  than  such  as  could  have 
been  granted  or  imposed  by  the  mortgagor,  with  the  concurrence  of  all 
the  incumbrancers,  independently  of  the  Act;  and  nothing  prevents  the 
mortgage  deed  from  reserving  to  or  conferring  on  the  mortgagor  or  the 
mortgagee,  or  both,  any  further  or  other  powers  of  leasing  or  having 
reference  to  leasing;  and  any  further  or  other  powers  so  reserved  or 
conferred  are  exerciseable,  as  far  as  may  be,  as  if  they  were  conferred  by 
the  Act,  and  with  all  the  like  incidents,  effects,  and  consequences,  unless 
a  contrary  intention  is  expressed  in  the  mortgage  deed. 

A  lease  granted  by  a  mortgagor  after  the  date  of  the  mortgage,  to 
which  the  provisions  of  the  Conveyancing  Act,  1881,  do  not  apply,  and 
which  is  not  granted  in  pursuance  of  an  express  power,  is  not  binding  on 
the  mortgagee,  and  until  1890  the  tenant  under  such  a  lease  was  liable  to 
be  ejected  by  the  mortgagee  without  notice  or  compensation.  The  Tenants' 
Compensation  Act,  1890,  provided  that,  in  such  a  case,  the  mortgagee 
should  give  the  tenant  six  months'  notice  in  writing  before  depriving  him 
of  possession  otherwise  than  in  accordance  with  the  contract  of  tenancy, 
and  also  pay  compensation  to  him  for  crops  and  for  any  unexhausted 
improvement  made  in  the  expectation  of  holding  the  land  for  the  full  term 
of  the  contract  of  tenancy,  the  amount  of  compensation  to  be  determined 
in  the  same  manner  as  compensation  under  the  Agricultural  Holdings 
Acts ;  but  these  provisions  only  apply  where  the  tenancy  is  from  year  to 
year,  or  for  a  term  not  exceeding  twenty-one  years  at  a  rack-rent  (i.e.  the 
full  rental  value).  The  Act  also  gives  the  tenant,  as  against  a  mortgagee 
who  takes  possession,  the  right  to  any  compensation  which,  but  for  such 
taking  possession,  would  be  due  in  respect  of  crops,  improvements,  etc., 
whether  under  the  Agricultural  Holdings  Acts,  or  the  custom  of  the 
country,  or  by  agreement. 

Power  of  Sale. — Before  1882  it  was  usual  to  give  an  express  power  of 
sale  to  the  mortgagee,  but  this  power  is  now  usually  omitted  in  reliance 
on  the  implied  power  given  by  the  Conveyancing  Act,  1881.  By  that  Act, 
where  the  mortgage  is  made  by  deed,  the  mortgagee  has  power,  to  the 
like  extent  as  if  it  had  in  terms  been  conferred  by  the  mortgage  deed, 
when  the  mortgage  money  has  become  due,  to  sell,  or  to  concur  with  any 
other  person  in  selling  the  mortgaged  property,  or  any  part  thereof,  either 
subject  to  prior  charges  or  not,  and  either  together  or  in  lots,  by  public 
auction  or  by  private  contract,  subject  to  such  conditions  respecting  title, 
or  evidence  of  title,  or  other  matter,  as  he  thinks  fit,  with  power  to  vary  or 
rescind  any  contract  for  sale,  and  resell  and  to  buy  in  at  any  auction,  with- 
out being  answerable  for  any  loss  occasioned  thereby.  The  power  of  sale 
given  by  the  Act  may  not,  however,  be  exercised  unless  and  until — (1) 
notice  requiring  payment  of  the  mortgage  money  has  been  served  on  the 
mortgagor,  and  default  has  been  made  in  payment  thereof  for  three  months 
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after  such  service;  or  (2)  some  interest  under  the  mortgage  is  in  arrear  and 
unpaid  for  two  months  after  becoming  due;  or  (3)  there  has  been  a 
breach  of  some  provision  in  the  mortgage  deed  or  in  the  Act,  on  the  part 
of  the  mortgagor,  or  of  some  person  concurring  in  making  the  mortgage, 
other  than  and  besides  a  covenant  for  payment  of  the  mortgage  money 
and  interest  thereon. 

A  mortgagee  exercising  the  power  of  sale  conferred  by  the  Act  may 
convey  the  property  sold,  for  such  estate  and  interest  as  is  the  subject  of 
the  mortgage,  freed  from  all  incumbrances  to  which  the  mortgage  has 
priority,  but  subject  to  all  estates,  interests,  and  rights  having  priority  to 
the  mortgage;  and  the  title  of  the  purchaser  is  not  impeachable  on  the 
ground  that  no  case  had  arisen  to  authorise  the  sale,  or  that  due  notice  was 
not  given,  or  that  the  power  was  otherwise  improperly  or  irregularly 
exercised.  The  receipt  in  writing  of  the  mortgagee  is  a  sufficient  discharge 
for  the  purchase  money ;  and  such  money,  after  discharge  of  any  prior 
incumbrances  to  which  the  sale  is  not  made  subject,  must  be  held  by  the 
mortgagee  in  trust  to  be  applied  by  him,  first,  in  payment  of  all  costs, 
charges,  and  expenses  properly  incurred  by  him,  as  incident  to  the  sale  or 
any  attempted  sale,  or  otherwise;  and,  secondly,  in  discharge  of  the 
mortgage  money,  interest,  and  costs,  and  other  money,  if  any,  due  under 
the  mortgage ;  and  the  residue  must  be  paid  to  the  person  entitled  to  the 
mortgaged  property,  or  authorised  to  give  receipts  for  the  proceeds  of  the 
sale  thereof.  The  mortgagee  is  not  answerable  for  any  involuntary  loss 
happening  in  or  about  the  exercise  or  execution  of  the  power  of  sale 
conferred  by  the  Act,  or  of  any  trust  connected  therewith. 

The  power  of  sale  implied  by  the  Act  may  be  varied  or  extended  by 
the  mortgage  deed,  and,  as  so  varied  or  extended,  operates,  as  far  as  may 
be,  in  the  like  manner  and  with  all  the  like  incidents,  effects,  and  conse- 
quences as  if  such  variations  or  extensions  were  contained  in  the  Act ;  and 
the  provisions  of  the  Act  apply  only  if  and  as  far  as  a  contrary  intention 
is  not  expressed  in  the  mortgage  deed,  and  have  effect  subject  to  the  terms 
and  provisions  therein  contained. 

If  a  mortgagee  exercises  his  power  of  sale  without  giving  due  notice  to 
the  mortgagor,  or  after  a  tender  of  the  mortgage  debt  and  interest,  or 
where  no  case  has  arisen  to  authorise  the  sale,  he  is  liable  in  damages  to 
the  mortgagor  or  other  person  damnified  by  the  irregular  or  improper 
exercise  of  the  power.  The  mortgagee  cannot  sell  the  property  to  himself 
in  pursuance  of  a  power  of  sale,  though  he  may  sell  to  a  second  or  third 
mortgagee. 

Where  a  mortgagee  sells  under  a  power  of  sale,  and  the  purchase 
money  is  insufficient,  after  payment  of  the  costs  and  expenses  connected 
with  the  sale,  to  pay  the  mortgage  money  and  interest,  he  is  entitled  to 
sue  the  mortgagor  on  his  covenants  for  the  deficiency. 

Insurance. — AVTiere  the  mortgage  is  by  deed,  the  Conveyancing  Act 
1881  gives  the  mortgagee  power,  at  any  time  after  the  date  of  the 
mortgage,  to  insure  and  keep  insured  against  fire  any  building,  or  any 
effects  or  property  of  an  insurable  nature,  whether  affixed  to  the  freehold 
or  not,  being  or  forming  part  of  the  mortgaged  property,  and  the  premiums 
paid  in  respect  of  any  such  insurance  are  a  charge  on  the  mortgaged 
property,  with  the  same  priority,  and  with  interest  at  the  same  rate,  as 
the  mortgage  money.  The  amount  of  the  insurance  must  not  exceed  the 
amount  specified  in  the  mortgage  deed,  or,  if  no  amount  is  therein  specified, 
must  not  exceed  two-thirds  of  the  amount  that  would  be  required,  in  case 
of  total  destruction,  to  restore  the  property  insured ;  and  no  insurance  may 
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be  effected  under  the  power  conferred  by  the  Act :  (1)  where  there  is  a 
declaration  in  the  mortgage  deed  that  no  insurance  is  required,  or,  (2) 
where  an  insurance  is  kept  up  by  or  on  behalf  of  the  mortgagor  in 
accordance  with  the  mortgage  deed,  or  (3)  where  the  mortgage  deed 
contains  no  stipulation  respecting  insurance,  and  an  insurance  is  kept  up 
by  or  on  behalf  of  the  mortgagor,  to  the  amount  in  which  the  mortgagee  is 
by  the  Act  authorised  to  insure.  All  money  received  on  an  insurance 
effected  under  the  mortgage  deed  or  under  the  Act  must,  if  the  mortgagee 
so  requires,  be  applied  by  the  mortgagor  in  making  good  the  loss  or 
damage;  or  the  mortgagee  may,  subject  to  any  special  contract  or 
obligation  imposed  by  law  to  the  contrary,  require  that  the  money  received 
shall  be  applied  in  or  towards  discharge  of  the  mortgage. 

The  provisions  of  the  Act  as  to  insurance  may  be  varied  or  extended  by 
the  mortgage  deed,  and  apply  only  if  and  as  far  as  a  contrary  intention  is 
not  expressed  therein,  and  have  effect  subject  to  the  terms  and  provisions 
therein  contained.  Where  much  of  the  property  mortgaged  is  insurable, 
it  is  always  advisable  to  insert  in  the  mortgage  deed  a  covenant  by  the 
mortgagor  to  insure,  and  to  produce  to  the  mortgagee  when  required  the 
policy  and  last  receipt  for  the  premium,  and  a  declaration  that,  in  default, 
the  mortgagee  may  exercise  the  statutory  power ;  because,  where  there  are 
no  provisions  as  to  insurance  in  the  mortgage  deed,  the  mortgagee  may 
not  know  whether  the  mortgagor  is  keeping  the  property  insured  or  not, 
and  will  therefore  run  the  risk,  if  he  (the  mortgagee)  insures,  of  having  to 
pay  the  premiums  out  of  his  ovni  pocket  in  case  the  mortgagor  has  also 
insured,  and  if  he  does  not  insure,  of  losing  his  security  in  case  of  fire. 

Receiver. — As  to  the  appointment  and  duties  of  a  receiver,  see  the 
article  under  that  title. 

Mortgagor's  Estate. — Until  the  right  of  a  mortgagor  to  redeem  has  been 
foreclosed,  or  barred  by  the  Statute  of  Limitations,  he  is  in  equity  con- 
sidered the  owner  of  the  mortgaged  estate,  subject  to  the  rights  of  the 
mortgagee,  and  is  entitled  to  exercise  all  the  rights  of  ownership,  except 
so  far  as  those  rights  are  restricted  for  the  protection  of  the  mortgagee's 
security.  Thus,  the  mortgagor  may  sell,  settle,  entail,  or  devise  the  equity 
of  redemption,  that  is  to  say,  the  mortgaged  estate,  subject  to  the 
mortgage ;  and  on  his  death  intestate,  it  will  descend  or  devolve  according 
to  the  ordinary  law,  having  regard  to  the  nature  of  the  estate  and  tenure 
of  the  land. 

Subject  to  any  special  agreement  a  mortgagor  is  not  entitled,  as 
against  a  legal  mortgagee,  to  possession  of  the  land ;  and  if  permitted  to 
remain  in  possession,  he  is  in  the  position  of  a  tenant  at  will  of  the 
mortgagee,  and  is  liable  to  be  ejected  at  any  time  without  notice.  But 
so  long  as  he  remains  in  possession  he  is  entitled  to  receive  the  rents 
and  profits,  for  which  he  is  not  accountable  to  the  mortgagee,  even  if 
the  security  is  insufficient.  And  it  is  provided  by  section  25  (5)  of  the 
Judicature  Act  1873,  that  a  mortgagor  entitled  for  the  time  being  to  the 
possession  or  receipt  of  the  rents  and  profits  of  any  land  as  to  which  no 
notice  of  his  intention  to  take  possession  or  to  enter  into  the  receipt  of 
the  rents  and  profits  thereof  shall  have  been  given  by  the  mortgagee,  may 
sue  for  such  possession,  or  for  the  recovery  of  such  rents  and  profits,  or  to 
prevent  or  recover  damages  in  respect  of  any  trespass  or  other  wrong 
relative  thereto,  in  his  own  name  only,  unless  the  cause  of  action  arises 
upon  a  lease  or  other  contract  made  by  him  jointly  with  any  other  person. 
This  section  does  not,  however,  confer  on  a  mortgagor  the  right  to  enforce 
a  proviso  for  re-entry  in  a  lease,  that  right  being  vested  in  the  legal  owner 
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of  the  reversion.  A  mortgagor  in  possession  may  cut  timber  and  do  all 
other  ordinary  acts  of  ownership,  provided  he  does  not  prejudice  the 
mortgagee's  security.  But  he  will  not  be  permitted  to  cut  timber  or 
commit  other  acts  of  waste  if  it  appears  that  the  security  may  thereby 
be  rendered  insufficient.     As  to  his  power  to  grant  leases,  see  ante,  p.  139. 

Clogging  the  Equity  of  Bedemption. — In  order  to  protect  debtors  against 
oppression,  it  has  for  a  long  time  been  established  as  a  rule  or  principle  of 
equity — sometimes  summed  up  in  the  maxim,  "  Once  a  mortgage  always  a 
mortgage  " — that  a  mortgage  cannot,  by  any  agreement  made  at  the  time  of 
the  loan,  be  rendered  irredeemable ;  and,  further,  that  no  stipulation  entered 
into  at  the  time  of  the  loan  will  be  permitted  which  will  operate  as  a  clog 
on  the  equity  of  redemption.  It  is  laid  down  in  some  of  the  earlier  cases 
that  a  mortgagee  may  not  stipulate  for  any  collateral  or  additional  advan- 
tage beyond  his  principal,  interest,  and  costs,  but  it  is  now  estabHshed  that 
an  agreement  for  such  an  advantage  is  not  necessarily  invalid  provided  it 
is  not  oppressive,  and  does  not  place  any  fetter  on  the  right  of  the  mortgagor 
to  redeem  on  payment  of  principal,  interest,  and  costs.  In  a  recent  case, 
where  a  mortgagor  of  a  public  house  covenanted  not  to  sell  on  the  premises 
any  beer  which  was  not  supplied  by  the  mortgagee,  it  was  held  that  the 
covenant  was  only  invalid,  as  being  a  clog  on  the  equity  of  redemption,  so 
far  as  it  purported  to  tie  the  house  after  the  payment  off  of  the  mortgage. 
So,  the  rule  does  not  prevent  a  mortgagee  from  stipulating  for  a  right  of 
pre-emption  in  case  of  a  sale ;  but  an  agreement  made  at  the  time  of  the 
loan,  that  in  the  event  of  default  in  repayment  of  the  debt  at  the  time 
appointed  the  mortgagee  should  have  the  right  to  purchase  the  property  at 
a  specified  price,  would  be  void.  The  rule  has  no  application  to  agreements 
entered  into  subsequently  to  the  mortgage,  though  such  an  agreement  may 
be  set  aside  if  it  is  unconscionable,  and  was  entered  into  by  the  mortgagor 
under  pressure. 

Who  may  Redeem. — Every  person  who  has  a  right  to  any  estate  or 
interest  in  the  equity  of  redemption  is  entitled  to  redeem  a  mortgage,  and 
thereby  obtain  by  substitution  the  rights  of  the  mortgagee  who  is  paid  off. 
Thus,  the  heir  or  devisee  of  the  mortgagor,  a  purchaser  or  subsequent 
mortgagee  of  the  equity  of  redemption,  a  judgment  creditor  of  the  mort- 
gagor, or  a  tenant  for  life,  a  tenant  by  the  curtesy,  a  dowress  or  jointress,  a 
tenant  by  elegit,  or  a  remainderman  or  reversioner,  whose  estate  or  interest 
is  in  the  land  mortgaged,  is  entitled  to  redeem ;  and  by  the  25th  section  of 
the  Conveyancing  Act,  1881,  any  person  entitled  to  redeem  mortgaged  pro- 
perty may  have  a  judgment  or  order  for  sale  instead  of  for  redemption  in 
an  action  brought  by  him  either  for  redemption  alone,  or  for  sale  alone,  or 
for  sale  or  redemption,  in  the  alternative.  A  mere  legatee  or  annuitant  of 
the  mortgagor,  whose  legacy  or  annuity  is  not  specifically  charged  on  the 
land  mortgaged,  is  not,  however,  entitled  to  redemption.  Where  a  tenant 
in  fee  simple  or  in  tail  has  redeemed  a  mortgage,  it  is  presumed  that  he 
intended  to  release  the  land  from  the  incumbrance,  unless  a  contrary  in- 
tention appears ;  but  where  a  tenant  for  life,  or  other  person  having  a  less 
estate  or  interest  than  an  estate  in  fee  or  in  tail,  redeems,  it  is  presmned 
that  he  intends  to  keep  the  security  alive  for  his  own  benefit,  and  he  will 
accordingly  succeed  to  all  the  rights  and  interests  of  the  mortgagee. 

In  the  case  of  successive  mortgages,  the  mortgagor,  or  any  mortgagee 
subsequent  to  the  first,  is  entitled  to  redeem  any  prior  mortgage  on  payment 
of  principal,  interest,  and  costs ;  and  where  a  mortgagee  redeems,  he  is  in 
turn  liable  to  be  redeemed  by  any  subsequent  incumbrancer,  or  by  the 
mortgagor. 
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Forfeiture  of  Equity  of  Redemption. — By  an  Act  of  "William  and  Mary 
it  is  in  effect  provided  that  if  lands  are  mortgaged  more  than  once,  and  the 
mortgagor  does  not  disclose  to  the  second  or  any  subsequent  mortgagee  the 
existence  of  the  prior  mortgage  or  mortgages,  he  shall  forfeit  his  equity  of 
redemption  to  such  subsequent  mortgagee. 

Consolidation. — Subject  to  the  provisions  of  the  Conveyancing  Act,  1881, 
mentioned  infra,  where  two  or  more  properties  are  mortgaged  to  the  same 
mortgagee  by  the  same  mortgagor,  though  by  separate  instruments  and  at 
different  times,  the  mortgagee  is  entitled  to  consolidate  the  mortgages,  and 
to  refuse  to  permit  the  redemption  of  one  or  more  of  them  without  the 
redemption  of  the  other  or  others.  This  principle  of  consolidation  is  based 
on  the  maxim  that  "  he  who  comes  into  equity  must  do  equity,"  it  being 
considered  inequitable  that  a  mortgagor  should  be  permitted  to  redeem  one 
property  which  might  yield  a  surplus,  and  leave  unpaid  a  debt  secured  on 
another  which  might  prove  insufficient.  The  principle  applies  to  equitable 
as  well  as  legal  mortgages,  and  though  one  of  the  properties  may  be  realty 
and  the  other  personalty ;  and  it  applies  also  to  a  mortgagee  by  transfer,  so 
that  if  separate  mortgages  are  given  to  different  mortgagees,  and  subse- 
quently become  vested  by  transfer  in  the  same  person,  he  may  refuse  to 
permit  the  redemption  of  one  without  the  other.  So,  if  a  mortgagee  of  two 
estates  of  the  same  mortgagor  sells  one  of  them  under  his  power  of  sale,  he 
may  apply  any  surplus  towards  payment  of  the  other  mortgage  debt. 

The  principle  of  consolidation  applies  not  only  as  against  the  mortgagor, 
but  also  as  against  a  purchaser  or  subsequent  mortgagee  of  the  equity  of 
redemption  in  one  or  more  or  all  of  the  properties,  provided  all  the  mort- 
gages sought  to  be  consolidated  were  vested  in  the  consolidating  mortgagee 
at  the  time  when  the  purchase  or  mortgage  of  the  equity  of  redemption 
took  place.  But  there  are  the  following  limitations  and  exceptions  to  the 
doctrine,  apart  from  the  provisions  of  the  Conveyancing  Act,  namely — 
(1)  There  is  no  right  of  consolidation  unless  default  has  been  made  in 
repayment  at  the  time  appointed  in  the  case  of  each  of  the  mortgages 
sought  to  be  consolidated.  (2)  There  can  be  no  consolidation  where  one  of 
the  mortgaged  properties  has  ceased  to  exist,  as  in  the  case  of  a  forfeited 
lease.  (3)  A  mortgagee  cannot  consolidate  as  against  a  purchaser  or 
mortgagee  of  the  equity  of  redemption  of  one  of  the  properties,  if  such 
purchaser  or  subsequent  mortgagee  acquired  his  interest  before  the  creation 
of  the  mortgage  on  the  other  property,  or  before  both  mortgages  became 
vested  in  the  mortgagee  who  wishes  to  consolidate  them. 

It  is  provided  by  sec.  17  of  the  Conveyancing  Act,  1881,  that  a  mort- 
gagor seeking  to  redeem  any  one  mortgage  shall  be  entitled  to  do  so  without 
paying  any  money  due  under  any  separate  mortgage  made  by  him,  or  by 
any  person  through  whom  he  claims,  on  property  other  than  that  comprised 
in  the  mortgage  which  he  seeks  to  redeem.  But  the  section  only  applies 
where  the  mortgages  or  one  of  them  are  or  is  made  after  the  31st  December 
1881,  and  only  if  and  as  far  as  a  contrary  intention  is  not  expressed  in  the 
mortgage  deeds  or  one  of  them.  The  doctrine  of  consolidation  is  still  of 
importance,  therefore,  notwithstanding  the  provisions  of  the  Act,  because 
the  operation  of  the  section  is  often  excluded  by  a  clause  in  one  of  the 
mortgage  deeds. 

Bight  of  Mortgagor  to  inspect  Title-deeds. — Until  1882  a  mortgagee  was 
under  no  obligation  to  produce  the  title-deeds  in  his  possession  to  the 
mortgagor,  except  on  payment  of  the  mortgage  debt,  even  if  production  was 
required  merely  to  enable  the  mortgagor  to  procure  money  to  pay  off  the 
mortgage.     But  the  Conveyancing  Act,  1881,  now  provides,  by  sec.  16,  that 
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a  mortgagor,  as  long  as  his  right  to  redeem  subsists,  shall  be  entitled  from 
time  to  time,  at  reasonable  times,  on  his  request,  and  at  his  own  cost, 
and  on  payment  of  the  mortgagee's  costs  and  expenses  in  that  behalf,  to 
inspect  and  make  copies  of  or  extracts  from  the  documents  of  title 
relating  to  the  mortgaged  property  in  the  custody  or  power  of  the  mort- 
gagee. The  section  applies  only  to  mortgages  made  after  the  commence- 
ment of  the  Act,  but  has  effect  notwithstanding  any  stipulation  to  the 
contrary. 

Repayment  and  Reconveyance. — If  the  mortgage  debt  is  not  repaid  on 
the  day  appointed,  the  mortgagee  is  entitled  to  six  months'  notice  previous 
to  repayment,  or  to  six  months'  interest  in  heu  of  notice,  unless  the  mort- 
gagee has  entered  into  possession  or  taken  proceedings  to  enforce  payment, 
in  which  cases  no  notice  is  necessary.  If  the  debt  is  tendered  after  due 
notice,  and  the  mortgagee  refuses  to  receive  it,  interest  ceases  from  the  date 
of  the  tender,  so  long  as  the  person  tendering  the  money  remains  ready  and 
willing  to  pay.  A  mortgagee  is  bound  to  accept  payment,  without  the 
concurrence  of  the  mortgagor,  from  any  subsequent  incumbrancer,  or  any 
other  person  who  is  entitled  to  redeem,  and  on  such  payment  of  principal, 
interest,  and  costs,  to  reconvey  the  estate  to  the  person  so  redeeming. 
Where  the  mortgagee  is  dead  the  repayment  should  be  made  to  his 
executors  or  administrators,  who  are  the  proper  parties  to  reconvey,  except 
in  the  case  of  copyholds.  In  the  case  of  copyholds  the  executors  or 
administrators  are  entitled  to  repayment,  but  the  customary  heir  or  devisee 
is  the  proper  party  to  reconvey. 

The  Conveyancing  Act  1881,  by  sec.  56,  provides  that  where  a  solicitor 
produces  a  deed,  having  in  the  body  thereof  or  endorsed  thereon  a  receipt 
for  consideration  money  or  other  consideration,  the  deed  being  executed,  or 
the  endorsed  receipt  being  signed,  by  the  person  entitled  to  give  a  receipt 
for  that  consideration,  the  deed  shall  be  sufficient  authority  to  the  person 
liable  to  pay  or  give  the  same  for  his  paying  or  giving  the  same  to  the 
solicitor,  without  the  solicitor  producing  any  separate  or  other  direction  or 
authority  in  that  behalf  from  the  person  who  executed  or  signed  the  deed 
or  receipt.  Subject  to  the  provisions  of  this  section,  which  has  now  been 
extended  to  cases  where  the  solicitor  is  acting  on  behalf  of  trustees,  repay- 
ment should  not  be  made  to  a  sohcitor  or  agent  of  the  mortgagee,  unless  the 
person  making  the  payment  is  satisfied  that  the  solicitor  or  agent  is  duly 
authorised  to  receive  the  money;  and  the  mere  fact  that  a  solicitor  has 
possession  of  the  mortgage  deed,  and  is  authorised  to  receive  payment  of 
interest,  does  not  necessarily  imply  that  he  has  authority  to  receive  payment 
of  the  principal. 

When  the  debt  is  paid  off  the  mortgagee  ceases,  in  equity,  to  have  any 
interest  in  the  mortgaged  property,  and  it  is  his  duty  to  reconvey  it  to  the 
person  redeeming,  or  as  that  person  may  direct.  In  the  case  of  a  legal 
mortgage  of  freeholds  or  leaseholds,  the  reconveyance  must  be  a  formal  one 
by  deed.  It  is  usual  to  indorse  the  reconveyance  on  the  mortgage  deed,  if 
the  mortgagee  consents  to  that  course,  and  in  that  case  no  recitals  are 
necessary.  In  the  case  of  a  mortgage  of  copyholds  by  conditional  surrender, 
if  the  mortgagee  has  not  been  admitted,  an  entry  of  satisfaction  on  the 
Court  Rolls  is  sufficient  to  discharge  the  land  from  the  mortgage ;  but  if  the 
mortgagee  has  been  admitted,  it  is  necessary  that  he  should  resurrender 
the  land  to  the  use  of  the  mortgagor  or  other  redeeming  party,  and  that 
such  party  should  be  admitted.  Equitable  mortgages  are  discharged  by 
mere  repayment  of  the  debt,  and  it  is  usual  simply  to  take  an  endorsed 
receipt  for  the  money.  A  reconveyance  of  a  statutory  mortgage  may  be 
VOL.  V  10 
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made  by  a  deed  expressed  to  be  made  by  way  of  statutory  reconveyance,  in 
the  form  given  in  the  3rd  schedule  to  the  Conveyancing  Act  1881. 

In  the  following  cases  the  Court  may,  under  sees.  28  and  29  of  the 
Trustee  Act  1893,  make  an  order  vesting  land  subject  to  any  mortgage  in 
such  person  or  persons  in  such  manner  and  for  such  estate  as  the  Court 
may  direct,  namely — (1)  Where  the  mortgagee  is  an  infant.  (2)  Where  an 
heir  or  personal  representative  or  devisee  of  the  mortgagee  is  out  of  the 
jurisdiction  or  cannot  be  found.  (3)  Where  an  heir  or  personal  repre- 
sentative or  devisee  of  the  mortgagee,  on  demand  made  by  or  on  behalf  of 
a  person  entitled  to  require  a  conveyance  of  the  land,  has  stated  in  writing 
that  he  will  not  convey  the  same,  or  does  not  convey  the  same  for  the  space 
of  twenty-eight  days  next  after  a  proper  deed  for  conveying  the  land  has 
been  tendered  to  him  by  or  on  behalf  of  the  person  so  entitled.  (4)  Where 
it  is  uncertain  which  of  several  devisees  of  the  mortgagee  was  the  survivor. 
(5)  Where  it  is  uncertain  as  to  the  survivor  of  several  devisees  of  the 
mortgagee,  or  as  to  the  heir  or  personal  representative  of  the  mortgagee, 
whether  he  is  living  or  dead.  (6)  Where  there  is  no  heir  or  personal  repre- 
sentative to  a  mortgagee  who  has  died  intestate  as  to  the  land,  or  where 
the  mortgagee  has  died  and  it  is  uncertain  who  is  his  heir  or  personal 
representative  or  devisee. 

Priorities. — The  priorities  of  successive  mortgages  are  determined  by 
reference  to  the  two  maxims  of  equity :  "  Where  the  equities  are  equal  the 
law  prevails,"  and  "  Qui  prior  est  tempore  potior  est  jure"  the  second  maxim 
being  subservient  to  the  first. 

According  to  the  principle  expressed  in  the  first  maxim,  a  mortgagee 
who  has  the  legal  estate  will  have  priority  over  all  other  incumbrances, 
except  previous  incimabrances  of  which  he  had  actual  or  constructive  notice 
at  the  time  when  he  lent  the  money.  The  principle  applies  not  only  to 
cases  where  the  legal  estate  is  acquired  at  the  time  of  the  loan,  but  also 
where  an  equitable  mortgagee,  who  had  no  notice  of  the  previous  equitable 
incumbrance  at  the  time  of  the  loan,  subsequently  acquires  the  legal  estate, 
and  the  fact  that  he  received  notice  of  the  prior  incumbrance  between  the 
date  of  the  loan  and  the  acquisition  of  the  legal  estate  is  immaterial. 
Thus,  if  A  gives  two  equitable  mortgages  on  his  property,  the  second 
mortgagee  having  no  notice  of  the  first  mortgage,  and  subsequently,  after 
the  second  mortgagee  has  had  notice  of  the  first  mortgage,  A  conveys  the 
legal  estate  to  him,  the  second  mortgage  will  have  priority  to  the  first. 
There  is,  however,  one  exception  to  the  rule  that  priority  may  be  obtained 
by  the  acquisition  of  the  legal  estate  after  notice  of  a  prior  equitable  claim, 
and  that  is  where  the  legal  estate  is  transferred  by  a  trustee  under  such 
circumstances  that  the  transfer  itself  constitutes  a  breach  of  trust.  Thus 
if  trustees  fraudulently  deposit  the  title-deeds  of  the  trust  estate  by  way  of 
equitable  mortgage  as  security  for  an  advance  to  themselves,  the  equitable 
mortgagee  cannot,  after  receiving  notice  of  the  trust,  obtain  priority  over 
the  beneficiaries  by  a  conveyance  of  the  legal  estate  from  the  trustees. 

A  legal  mortgagee  will  take  subject  to  all  prior  equitable  incumbrances 
of  which  he  has  notice  at  the  time  when  he  lends  the  money.  Such  notice 
may  be  actual  or  constructive,  and  a  client  or  principal  may  be  bound  by 
notice  to  his  solicitor  or  agent.  The  cases  to  which  the  doctrine  of  con- 
structive notice  applies  have,  in  a  leading  case,  been  divided  into  two 
classes — (1)  "  Cases  in  which  the  party  charged  has  had  actual  notice  that 
the  property  in  dispute  was,  in  fact,  charged,  incumbered,  or  in  some  way 
affected,  and  the  Court  has  thereupon  bound  him  with  constructive  notice 
of  facts  and  instruments,  to  a  knowledge  of  which  he  would  have  been  led 
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by  an  inquiry  after  the  charge,  incumbrance,  or  other  circumstance  affecting 
the  property  of  which  he  had  actual  notice ;  (2)  Cases  in  which  the  Court 
has  been  satisfied  by  the  evidence  before  it  that  the  party  charged  had 
designedly  abstained  from  inquiry  for  the  very  purpose  of  avoiding  notice." 
With  regard  to  both  classes  of  cases,  it  may  be  laid  down  generally  that  a 
mortgagee  who  omits,  or  whose  solicitor  omits,  to  make  proper  inquiry,  will 
be  deemed  to  have  notice  of  all  facts  of  which  he  would  have  acquired 
knowledge  if  such  inquiry  had  been  made.  Thus,  if  A  mortgages  property 
by  a  deposit  of  title-deeds,  and  subsequently  gives  a  legal  mortgage  on  the 
property,  and  the  legal  mortgagee  makes  no  inquiry  as  to  the  deeds,  he  will 
be  deemed  to  have  constructive  notice  of  the  prior  equitable  mortgage, 
which  will  therefore  have  priority.  If,  on  the  other  hand,  the  legal  mort- 
gagee had  made  inquiry,  and  a  reasonable  explanation  of  the  absence  of  the 
deeds  had  been  given  to  him,  he  would  not  be  deprived  of  the  priority  given 
by  the  legal  estate. 

A  legal  mortgage  may  be  postponed  to  a  subsequent  equitable  incum- 
brance— (1)  Where  the  legal  mortgagee  has  assisted  in  or  connived  at  the 
fraud  which  has  led  to  the  creation  of  the  subsequent  equitable  incumbrance, 
of  which  assistance  or  connivance,  the  omission  to  use  ordinary  care  in 
inquiring  after  or  keeping  the  title-deeds  may  be  sufficient  evidence,  where 
such  conduct  cannot  otherwise  be  explained ;  (2)  Where  the  legal  mortgagee 
has  constituted  the  mortgagor  his  agent  with  authority  to  raise  money,  and 
the  incumbrance  thus  created  has  by  the  fraud  or  misconduct  of  the  agent 
been  represented  as  being  the  first  incumbrance.  But  a  prior  legal  mort- 
gage will  not  be  postponed  to  a  subsequent  equitable  incumbrance  on  the 
ground  of  any  mere  carelessness  or  want  of  prudence  on  the  part  of  the 
legal  mortgagee.  If  a  legal  mortgagee  leaves  the  deeds  in  the  hands  of 
the  mortgagor  with  authority  to  deal  with  them  for  the  purpose  of  raising 
money,  he  will  be  postponed  to  a  subsequent  mortgagee  lending  money  in 
reliance  on  the  deeds,  though  the  mortgagor  may  have  exceeded  his 
authority.  Similarly,  if  a  first  legal  mortgagee  returns  the  deeds  to  the 
mortgagor  for  the  purpose  of  raising  money  on  them,  though  with  the 
expectation  that  the  first  mortgage  would  be  disclosed  to  any  second  mort- 
gagee, the  first  mortgagee  will  be  postponed  to  a  second  mortgagee  who,  by 
reason  of  the  mortgagor  being  in  possession  of  the  deeds,  lends  his  money 
in  the  belief  that  the  property  is  unincumbered.  On  the  other  hand,  if  the 
title-deeds  are  lent  to  the  mortgagor  on  a  reasonable  representation  as  to 
the  object  of  borrowing  them,  and  not  for  the  purpose  of  raising  money,  the 
legal  mortgagee  will  not  lose  his  priority;  nor  will  he  do  so  merely  by 
reason  of  negligence  in  the  custody  of  the  deeds.  So,  where  a  legal  mort- 
gagee has  received  only  part  of  the  title-deeds  under  a  reasonable  belief 
that  he  was  receiving  them  all,  that  is  not  sufficient  ground  for  depriving 
him  of  priority. 

The  maxim  "  Qui  prior  est  tempore  potior  est  jure "  applies  only  as 
between  equitable  incumbrancers,  and  merely  imports  that  where  there  is  no 
sufficient  reason  in  equity  for  giving  preference  to  one  or  the  other,  except 
on  the  ground  of  priority  in  point  of  time,  such  incumbrancers  will  have 
priority  according  to  the  dates  of  their  respective  incumbrances.  Generally 
speaking,  as  between  equitable  mortgagees,  the  possession  of  the  title-deeds 
will  be  sufficient  ground  for  preferring  a  later  to  an  earlier  mortgage, 
provided  the  subsequent  mortgagee  took  without  notice  of  the  prior  incimi- 
brance;  at  all  events,  this  is  so  where  it  was  due  to  the  negligence  or 
default  of  the  earlier  mortgagee  that  he  has  not  got  possession  of  the  deeds. 
And,  of  course,  an  equitable  mortgagee  will  be  postponed  to  a  subsequent 
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incumbrance  in  any  case  where,  if  he  had  a  legal  mortgage,  he  would  be  so 
postponed,  as,  for  instance,  if  he  leaves  the  title-deeds  with  the  mortgagor, 
or*  lends  them  to  him  for  the  purpose  of  raising  money  on  them,  and  the 
mortgagor  obtains  a  loan  on  deposit  of  the  deeds  without  disclosing  the 
prior  mortgage. 

Tacking. — The  doctrine  of  tacking  is  based  on  the  maxim,  "  Where  the 
equities  are  equal  the  law  prevails."  According  to  the  principle  expressed 
in  this  maxim,  if  a  first  mortgagee,  having  the  legal  estate,  makes  a  further 
advance  on  the  same  property,  he  is  entitled  to  tack  such  further  advance 
to  the  first  mortgage,  and  retain  the  legal  estate  until  both  sums  are  paid 
in  priority  to  any  intermediate  incumbrances  of  which  he  had  no  notice 
at  the  time  when  he  made  the  further  advance.  So,  if  a  third  mortgagee, 
who  lent  his  money  without  notice  of  the  second  mortgage,  pays  off  and 
takes  a  transfer  of  the  first  mortgage,  being  a  legal  mortgage,  he  is  entitled 
to  tack  the  first  and  third  mortgages,  and  hold  the  property  as  security  for 
both  sums  in  priority  to  the  second  mortgagee ;  and  it  is  immaterial  that 
he  had  notice  of  the  second  mortgage  at  the  time  when  he  paid  off  the 
first  and  acquired  the  legal  estate.  It  is  only  necessary  that  he  should 
have  had  no  notice  at  the  time  when  he  lent  the  money  on  the  third 
mortgage.  The  same  principle  applies  to  a  fourth  or  subsequent  mortgagee, 
who,  by  getting  in  the  legal  estate  from  the  first  mortgagee,  will  be  entitled 
to  priority  over  all  intermediate  incumbrances  of  which  he  had  no  notice  at 
the  time  when  he  made  the  original  advance.  There  can,  however,  be  no 
tacking  where  all  the  mortgages  are  equitable,  unless  one  of  the  mortgagees 
has  a  better  right  to  call  for  the  legal  estate  than  the  others,  because  the 
foundation  of  the  doctrine  is  the  possession  of  the  legal  estate. 

A  mortgagee  will  not  be  permitted  to  tack  where  he  acquires  the  legal 
estate  with  notice  that  the  person  who  conveys  it  to  him  is  a  trustee,  and 
that  such  conveyance  is  a  breach  of  trust ;  nor  where  he  acquires  it  without 
such  notice,  if  it  is  conveyed  to  him  by  a  trustee  without  consideration. 
Where  a  mortgagor  creates  successive  equitable  mortgages  on  property  he 
becomes  a  trustee  of  the  legal  estate  for  all  the  mortgagees,  and  cannot  alter 
the  priorities  by  conveying  it  to  one  of  them,  either  without  further  con- 
sideration, or  after  the  mortgagee  to  whom  he  conveys  it  has  had  notice  of 
the  other  mortgages. 

A  legal  mortgagee  is  not  entitled  to  tack  a  further  advance  which  is 
made  with  notice  of  a  mesne  incumbrance,  even  if  the  legal  mortgage  was 
expressly  made  to  extend  to  future  advances,  and  the  mesne  incumbrancer 
had  notice  of  that  at  the  time  when  he  lent  his  money ;  nor  does  the  fact 
that  the  legal  mortgagee  was  under  a  contract  with  the  mortgagor  to  make 
such  further  advances  make  any  difference  to  this  rule.  No  mortgagee 
may  tack  against  an  incumbrance  of  which  he  had  notice  at  the  time  when 
he  made  the  advance  in  question. 

A  mortgagee  may  tack  debts  which  are  not  charged  on  the  mortgaged 
property  as  against  the  heir,  devisee,  or  executor  of  the  mortgagor,  if  his 
estate  is  solvent ;  but  not  as  against  the  mortgagor  himself  or  any  other 
mortgagee,  nor  as  against  a  purchaser  of  the  equity  of  redemption,  or  the 
heir  or  devisee  of  an  insolvent  mortgagor. 

Marshalling. — When  an  owner  of  two  properties  mortgages  both  of 
them  to  one  person,  and  subsequently  mortgages  the  equity  of  redemption 
in  one  of  the  properties  to  another  person,  the  subsequent  mortgagee  has 
the  right,  as  against  the  mortgagor  and  his  heirs  or  devisees  or  personal 
representatives,  to  have  the  securities  marshalled,  so  as  to  throw  the  debt  of 
the  prior  mortgagee,  in  the  first  place,  on  the  property  which  is  not  subject 
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to  any  subsequent  incumbrance.  If  both  properties  are  subject  to 
subsequent  incumbrances,  the  prior  mortgage  debt  will,  as  between  the 
subsequent  incumbrancers,  be  thrown  on  the  two  properties  rateably  accord- 
ing to  their  respective  values.  This  principle  of  marshalling  does  not  affect 
the  right  of  the  prior  mortgagee  to  resort  for  payment  of  his  debt  to  any 
of  the  properties  subject  to  his  mortgage,  but  only  entitles  the  subsequent 
incumbrancers,  as  between  themselves  and  the  mortgagor,  to  stand  in  the 
place  of  the  prior  mortgagee,  and  to  enforce  his  rights  against  the  various 
properties  so  far  as  is  necessary  in  order  to  properly  marshal  the  securities. 
The  principle  of  marshalling  securities  will  not  be  applied  to  the  prejudice 
of  a  third  mortgagee,  or  other  purchaser  for  value,  of  the  equity  of  redemption 
in  one  of  the  properties. 

Mortgages  of  Ships. — The  mortgage  of  a  British  ship  or  any  share 
therein  must  be  effected  by  a  deed  in  statutory  form,  and  must  be  registered. 
Where  there  are  successive  mortgages  of  the  same  ship  or  share  they 
have  priority,  not  according  to  the  respective  dates  of  their  execution,  but 
according  to  the  dates  of  registration,  notwithstanding  notice,  express  or 
implied,  of  any  prior  unregistered  mortgage.  The  date  and  hour  of  entry 
in  the  register  must  be  indorsed  on  the  mortgage  deed.  The  effect  of 
omission  to  register  a  mortgage  is  to  postpone  it  to  a  subsequent  registered 
mortgage  or  transfer.  An  unregistered  mortgage  is  valid  as  against  the 
mortgagor,  and  as  against  all  other  persons  except  a  registered  mortgagee  or 
transferee. 

A  first  mortgage  of  a  ship  vests  the  legal  ownership  in  the  mortgagee, 
and  as  legal  owner  he  has  a  right  to  take  possession  and  collect  the  freight. 
The  mortgagee  is,  however,  only  treated  as  owner  so  far  as  may  be  necessary 
to  make  the  ship  available  as  security  for  the  mortgage  debt ;  and  until  he 
claims  or  takes  possession  the  mortgagor  retains  all  the  powers  of  owner- 
ship, and  his  contracts  in  respect  of  the  usual  employment  of  the  ship  are 
binding  on  the  mortgagee,  provided  they  do  not  prejudice  the  security. 
Every  registered  mortgagee  of  a  ship  or  share  therein  has  a  power  of  sale ; 
but  where  there  are  successive  mortgages,  a  subsequent  mortgagee  may  not 
sell  without  the  concurrence  of  all  prior  mortgagees,  except  under  the  order 
of  the  Court.  Equities  may  be  enforced  against  owners  and  mortgagees  of 
ships  in  respect  of  their  interest  therein,  in  the  same  manner  as  equities 
may  be  enforced  against  them  in  respect  of  other  personal  property. 

Where  an  owner  wishes  to  mortgage  a  ship  or  share  out  of  the  country 
in  which  the  ship  is  registered,  the  registrar  may  grant  a  certificate  for 
that  purpose,  and  the  mortgage  is  then  registered  by  being  indorsed  on  the 
certificate  of  mortgage  by  a  registrar  or  consular  ofi&cer.  Mortgages  so 
registered  have  priority  according  to  the  date  of  registration,  and  have  the 
same  effect,  generally,  as  if  entered  in  the  register.  If  a  certificate  is  lost 
or  destroyed  a  new  one  may  be  issued  in  its  place. 

The  transfer  of  a  mortgage,  or  its  transmission  by  death,  bankruptcy,  or 
otherwise,  must  be  registered,  and  a  transfer  must  be  in  statutory  form. 
When  a  mortgage  is  paid  off  entry  of  satisfaction  should  be  entered  on  the 
register. 

Mortgages  of  Choses  in  Action 

Stock  or  Shares  in  a  Company. — Stock  or  shares  in  a  company  may  be 
legally  mortgaged  by  a  transfer  thereof  to  the  mortgagee,  subject  to  a  proviso 
for  redemption  and  retransf er.  On  registration  of  the  transfer,  the  mortgagee 
becomes  the  legal  owner  of  the  stock  or  shares,  and  has  power  to  sell  on 
reasonable  notice,  though  no  express  power  of  sale  has  been  given  to  him.    A 
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legal  mortgagee  of  shares,  as  registered  owner,  however,  is  liable  for  calls  on 
the  shares,  and  has  no  implied  right  of  indemnity  against  the  mortgagor, 
unless  the  mortgagor  wishes  to  redeem,  in  which  case  the  amount  of  any  calls 
paid  may  be  added  to  the  mortgage  debt.  In  order  to  avoid  liability  for  calls, 
where  the  shares  are  not  fully  paid,  an  equitable  mortgage  is  usually  taken 
by  deposit  of  the  certificates  for  the  shares,  accompanied  by  a  blank  transfer. 
The  mortgagee  then  has  implied  authority  in  order  to  give  effect  to  his 
security,  to  fill  up  the  transfer  in  his  own  name  or  in  that  of  a  purchaser  from 
him ;  and  if  a  deed  is  not  required  by  the  regulations  of  the  company  for  a 
transfer  of  shares,  he  or  the  purchaser  will,  on  registration  of  the  transfer 
so  filled  up,  become  the  legal  owner  of  the  shares.  When  the  regulations 
of  the  company  require  a  transfer  by  deed,  a  blank  transfer,  even  when 
filled  up,  will  not  pass  the  legal  interest  in  the  shares ;  but  it  passes  the 
equitable  interest,  and  is  evidence  of  an  agreement  by  the  mortgagor  to 
make  a  legal  transfer,  of  which  specific  performance  may  be  granted.  An 
equitable  mortgagee  of  shares  has  implied  authority  to  sell  on  reasonable 
notice.  The  reputed  ownership  clause  of  the  Bankruptcy  Act  does  not 
apply  to  stock  or  shares  in  a  company,  and  an  equitable  mortgage  is  there- 
fore good  as  against  the  trustee  in  bankruptcy  of  the  mortgagor,  provided 
the  mortgage  was  made  before  the  receiving  order,  and  the  mortgagee  had 
no  notice  at  the  time  when  it  was  made  of  any  available  act  of  bankruptcy 
on  the  part  of  the  mortgagor. 

Life  Policies. — By  the  Policies  of  Assurance  Act  1867  an  assignee  of  a 
life  assurance  policy,  entitled  in  equity  to  receive  and  give  a  discharge  for 
the  monies  secured  thereby,  is  enabled  to  sue  at  law  in  his  own  name  for  the 
policy  moneys,  provided  he  has  served  a  written  notice  at  the  office  of  the 
assurance  company  of  the  date  and  purport  of  the  assignment.  A  legal 
mortgage  of  a  policy  may,  therefore,  be  effected  by  a  deed  assigning  the 
policy  to  the  mortgagee,  subject  to  a  proviso  for  redemption  and  reassign- 
ment. The  mortgagor  usually  covenants  not  to  do  any  act  by  which  the 
policy  may  be  avoided,  and  to  keep  up  the  policy  by  due  payment  of 
premiums.  If  the  mortgagor  makes  default  in  the  payment  of  premiums 
the  mortgagee  is  entitled  to  pay  them  and  add  the  amount  to  the  mortgage 
debt.  As  between  successive  mortgagees  of  a  policy,  priority  depends  upon 
the  time  of  giving  notice  to  the  company  of  the  assignment.  A  mere 
deposit  of  a  policy,  or  an  agreement  to  make  an  assignment  thereof,  will 
create  a  valid  equitable  mortgage ;  but  notice  to  the  company  of  such  a 
deposit  or  agreement  will  not  entitle  the  mortgagee  to  sue  in  his  own  name. 
A  mortgagee,  whether  legal  or  equitable,  of  a  life  policy,  takes  subject  to  all 
defences,  including  that  of  set-off,  which  would  have  been  available  to  the 
company  at  the  time  when  the  company  received  notice  of  the  mortgage. 

Debts. — By  sec.  25  (6)  of  the  Judicature  Act  1873  it  is  provided  that 
any  absolute  assignment,  by  writing  under  the  hand  of  the  assignor  (not 
purporting  to  be  by  way  of  charge  only),  of  any  debt  or  other  legal  chose  in 
action,  of  which  express  notice  in  writing  shall  have  been  given  to  the 
debtor,  trustee,  or  other  person  from  whom  the  assignor  would  have  been 
entitled  to  receive  or  claim  such  debt  or  chose  in  action,  shall  be  effectual 
in  law  (subject  to  all  equities  which  would  have  been  entitled  to  priority  if 
the  Act  had  not  been  passed),  to  pass  and  transfer  the  legal  right  to  such 
debt  or  chose  in  action  from  the  date  of  such  notice,  and  all  legal  and  other 
remedies  for  the  same,  and  the  power  to  give  a  good  discharge  for  the  same, 
without  the  concurrence  of  •  the  assignor,  A  mortgage  of  a  debt  by  deed  of 
assignment  is  an  absolute  assignment  within  the  meaning  of  this  section, 
notwithstanding  that  the  deed  contains  a  proviso  for  redemption  and  re- 
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assignment,  and,  provided  express  notice  in  writing  has  been  given  to  the 
debtor,  the  mortgagee  is  entitled  to  sue  for  the  debt  in  his  own  name 
without  the  concurrence  of  the  mortgagor.  The  mortgagee  of  a  debt  or 
chose  in  action,  however,  except  in  the  case  of  a  negotiable  instrument, 
always  takes  subject  to  any  right  of  set-off  or  other  equity  which  would 
have  been  available  as  against  the  mortgagor,  and  it  is  therefore  always 
advisable  to  obtain  an  acknowledgment  from  the  debtor  that  the  debt  is 
due,  and  that  he  has  no  set-off  or  other  claim  against  the  mortgagor.  The 
debtor  is  not  entitled,  as  against  the  mortgagee,  to  avail  himself  of  a  set-off 
or  other  equity  arising  after  he  has  received  notice  of  the  assignment.  A 
mortgagee  of  a  debt  has  an  implied  power  of  sale  after  reasonable  notice  to 
the  mortgagor. 

It  is  important  that  notice  to  the  debtor  of  an  assignment  of  the  debt 
by  way  of  mortgage  should  be' given — (1)  In  order  that  the  debtor  may  not 
pay  or  settle  with  the  mortgagor  in  ignorance  of  the  mortgage.  If  he  pays 
the  mortgagor  after  notice  he  will  be  liable  to  pay  over  again  to  the 
mortgagee.  (2)  To  prevent  a  subsequent  mortgagee  or  assignee  of  the 
debt  from  attaining  priority.  A  mortgagee  or  assignee  who  gives  notice  to 
the  debtor  is  entitled  to  priority  over  all  other  incumbrancers  who  have  not 
given  notice,  and  of  whose  incumbrances  he  had  no  knowledge  at  the  time 
when  he  advanced  his  money.  (3)  In  the  case  of  debts  due  to  the 
mortgagor  in  the  way  of  his  trade  or  business,  to  prevent  the  operation  of 
the  reputed  ownership  clause  in  the  Bankruptcy  Act,  in  the  event  of  the 
mortgagor  becoming  bankrupt.  Where  the  mortgage  is  subject  to  a  prior 
legal  mortgage,  notice  should  also  be  given  to  the  legal  mortgagee,  to 
prevent  him  acquiring  priority  in  respect  of  further  advances. 

A  valid  equitable  mortgage  of  a  debt  may  be  created  by  a  mere  verbal 
agreement,  but  such  a  mortgage  is  liable  to  be  postponed  to  a  subsequent 
legal  mortgagee  or  assignee  without  notice,  and  does  not  entitle  the 
mortgagee  to  sue  the  debtor  in  his  own  name. 

Equitable  Choses  in  Action. — No  particular  form  is  required  for  a 
mortgage  of  an  equitable  chose  in  action,  such  as  a  legacy  or  an  interest  in 
a  trust  fund.  All  that  is  necessary  is  that  there  should  be  an  agreement, 
verbal  or  otherwise,  showing  an  intention  on  the  part  of  the  mortgagor  to 
assign  his  interest  to  the  mortgagee  as  security  for  the  debt.  Before 
advancing  the  money  inquiry  should  be  made  of  the  executors  or  trustees 
to  ascertain  whether  they  have  had  notice  of  any  previous  assignment  or  in- 
cumbrance ;  and  notice  of  the  mortgage,  when  made,  should  be  given  to  them, 
because  an  assignee  or  mortgagee  who  has  given  notice  will  have  priority  to 
a  previous  assignee  or  mortgagee  who  has  not,  if,  at  the  time  of  advancing 
his  money,  he  had  no  knowledge  of  such  previous  assignment  or  mortgage. 
Where  there  are  several  trustees  it  is  advisable  to  give  notice  to  all  of 
them,  but  if  this  is  done  it  is  not  necessary  to  renew  the  notice  on  an 
appointment  of  new  trustees.  An  assignee  of  an  equitable  chose  in  action 
is  entitled,  after  notice,  to  sue  for  it  in  his  own  name  without  the  con- 
currence of  the  assignor. 

Share  in  Partnership. — An  assignment  by  a  partner  of  his  share  in  the 
partnership  by  way  of  mortgage  does  not,  as  against  the  other  partners, 
entitle  the  mortgagee,  during  the  continuance  of  the  partnership,  to  interfere 
in  the  management  or  administration  of  the  partnership  business  or  affairs, 
or  to  require  any  accounts  of  partnership  transactions,  or  to  inspect  the 
partnership  books,  but  entitles  the  mortgagee  only  to  receive  the  share  of 
profits  to  which  the  mortgagor  would  otherwise  be  entitled,  and  the 
mortgagee  must  accept  the  account  of  profits  agreed  to  by  the  partners. 
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In  case  of  a  dissolution  of  the  partnership,  whether  as  respects  all  the 
partners  or  as  respects  the  mortgagor,  the  mortgagee  is  entitled  to  receive 
the  share  of  the  partnership  assets  to  which  the  mortgagor  is  entitled  as 
between  himself  and  the  other  partners,  and,  for  the  purpose  of  ascertaining 
that  share,  to  an  account  as  from  the  date  of  the  dissolution  (Partnership 
Act  1890,  sec.  31). 

Transfers  of  Mortgages. — A  transfer  of  a  mortgage  may  be  necessary 
or  desirable — (1)  Because  the  mortgagee  requires  repayment,  and  the  mort- 
gagor is  unable  or  unwilling  to  pay  off  the  mortgage ;  or  (2)  because  the 
mortgagor  is  able  to  obtain  a  loan  elsewhere  on  more  advantageous  terms ; 
or  (3)  in  the  case  of  a  mortgage  to  trustees,  when  new  trustees  are  appointed. 
It  is  provided  by  sec.  15  of  the  Conveyancing  Act  1881  that  where  a 
mortgagor  is  entitled  to  redeem,  he  shall  have  power  to  require  the  mort- 
gagee, instead  of  reconveying,  and  on  the  terms  on  which  he  would  be  bound 
to  reconvey,  to  assign  the  mortgage  debt,  and  convey  the  mortgaged  property 
to  any  third  person,  as  the  mortgagor  directs;  and  that  the  mortgagee 
shall  be  bound  to  assign  and  convey  accordingly.  This  provision  has  effect 
notwithstanding  any  stipulation  to  the  contrary,  but  does  not  apply  in  the 
case  of  a  mortgagee  being  or  having  been  in  possession.  It  is  further  pro- 
vided by  sec.  12  of  the  Conveyancing  Act  1882,  that  the  right  of  the 
mortgagor,  imder  the  above-mentioned  section  of  the  Act  of  1881,  shall 
belong  to  and  be  capable  of  being  enforced  by  each  incumbrancer,  or  by 
the  mortgagor,  notwithstanding  any  intermediate  incimibrance ;  but  a 
requisition  of  an  incumbrancer  is  to  prevail  over  a  requisition  of  the  mort- 
gagor, and,  as  between  incumbrancers,  a  requisition  of  a  prior  incumbrancer 
is  to  prevail  over  a  requisition  of  a  subsequent  incumbrancer. 

It  is  not  essential  to  the  validity  of  a  transfer  of  a  mortgage  that  the 
mortgagor  should  join  in  or  consent  to  the  transfer ;  but  it  is  always  better 
to  obtain  his  concurrence,  if  possible,  or  at  all  events  to  obtain  from  him 
an  acknowledgment  in  writing  of  the  amount  due;  because  the  transfer 
of  a  mortgage  involves  an  assignment  of  the  mortgage  debt  (i.e.  of  a  chose 
in  action),  and  such  assignment  is  subject  to  all  equities  between  the  assignor 
and  the  mortgagor.  Generally  speaking,  the  transferee  of  a  mortgage  stands 
in  the  same  position,  and  has  the  same  rights  in  all  respects,  but  only  the 
same  rights,  as  the  transferor. 

The  form  of  transfer  of  a  mortgage  differs  according  to  whether  the 
mortgagor  is  or  is  not  a  party  to  it ;  and  if  he  is  a  party,  according  to 
whether  he  has  or  has  not  created  any  subsequent  incumbrances.  In  each 
case  the  transfer  will  contain  an  assignment  by  the  transferor  to  the  trans- 
feree of  the  mortgage  debt,  and  the  interest  to  become  due,  with  the  benefit 
of  all  securities  therefor.  The  transferee  will  then,  after  giving  notice  in 
writing  of  the  assignment  to  the  mortgagor,  be  entitled  to  sue  him  in  his 
own  name.  Where  the  mortgagor  is  a  party  to  the  transfer,  the  deed  will 
contain  fresh  covenants  by  him  with  the  transferee  for  payment  of  principal 
and  interest,  the  object  of  the  assignment  of  the  mortgage  debt  in  that 
case  being  to  show  that  it  is  intended  to  keep  it  on  foot  in  order  to  secure 
the  transferee  against  possible  incumbrances.  The  assignment  of  the  debt 
will  in  each  case  be  followed  by  a  conveyance  of  the  mortgaged  property 
by  the  mortgagee  as  mortgagee  to  the  transferee.  If  the  mortgagor  is  a 
party  such  conveyance  will  be  expressed  to  be  made  at  his  request,  and  if 
he  has  not  created  any  subsequent  incumbrance  he  will  convey  and  confirm 
as  beneficial  owner.  The  conveyance  will  be  expressed  to  be  subject  to  such 
equity  of  redemption  as  is  subsisting  by  virtue  of  the  original  mortgage 
deed,  on  payment  to  the  transferee  of  the  mortgage  debt  and  interest ;  or,  if  the 
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mortgagor  is  a  party,  and  has  not  created  any  subsequent  incumbrance,  the 
property  may  be  conveyed  discharged  from  the  existing  equity  of  redemption, 
but  subject  to  a  new  proviso  for  redemption  on  payment  to  the  transferee. 
Where  a  mortgage  vested  in  trustees  is  transferred  on  the  appointment  of 
new  trustees,  the  trust  ought  not  to  be  disclosed  in  the  transfer,  because 
the  effect  of  such  disclosure  would  be  to  make  the  settlement  creating  the 
trust  a  title-deed  to  the  mortgaged  property.  A  statutory  mortgage  may 
be  transferred  by  statutory  transfer,  concise  forms  of  which,  varying- 
according  to  the  circumstances,  are  given  in  the  third  schedule  to  the 
Conveyancing  Act  1881. 

A  mortgage  of  copyholds  by  conditional  surrender  without  admittance 
may  be  transferred,  if  the  mortgagor  joins  and  has  not  created  any  subsequent 
incumbrance,  by  entering  up  satisfaction  of  the  surrender  on  the  Court 
Rolls,  and  making  a  new  conditional  surrender  to  the  transferee.  If  the 
mortgagor  does  not  join  in  the  transfer,  or  if  he  has  incumbered  the  equity 
of  redemption,  the  only  course  is  for  the  mortgagee  to  be  admitted,  and 
then  to  surrender  to  the  use  of  the  transferee  subject  to  the  existing  equity 
of  redemption.  An  equitable  mortgage  by  covenant  to  surrender  may  be 
transferred  by  an  assignment  of  the  debt  by  deed,  with  the  benefit  of  the 
covenant  to  surrender,  and  power  to  sue  in  the  name  of  the  transferor. 

Where  a  further  advance  is  made  on  a  transfer,  the  property  will  be 
conveyed  free  from  the  existing  equity  of  redemption,  but  subject  to  a  new 
proviso  for  redemption  on  payment  to  the  transferee  of  the  whole  debt, 
including  the  further  advance,  with  interest. 

Notice  of  the  transfer  of  a  mortgage,  though  not  necessary  to  its 
validity  in  the  case  of  a  mortgage  of  land,  ought  always  to  be  given  to  the 
mortgagor  where  he  is  not  a  party ;  otherwise  he  might,  in  ignorance  of 
the  transfer,  pay  or  settle  with  the  original  mortgagee.  Any  such  pay- 
ment or  settlement,  made  without  notice  of  the  transfer,  would  be  binding 
on  the  transferee. 

Statutes  of  Limitation 

Bights  of  Mortgagee.  —  No  action  may  be  brought  for  the  recovery 
of  any  money  secured  by  a  mortgage  of  land,  but  within  twelve  years, 
after  a  right  to  receive  the  same  accrued  to  some  person  capable  of 
giving  a  discharge  for  or  release  of  the  same,  unless  in  the  meantime  some 
part  of  the  principal  or  interest  has  been  paid,  or  some  acknowledgment 
of  the  right  thereto  has  been  given  in  writing  signed  by  the  person  by 
whom  the  same  was  payable,  or  his  agent,  to  the  person  entitled  thereto, 
or  his  agent ;  and  in  such  case  no  such  action  may  be  brought  but  within 
twelve  years  after  such  payment  or  acknowledgment,  or  the  last  of  such 
payments  or  acknowledgments.  Arrears  of  interest  can  only  be  recovered, 
in  the  case  of  a  mortgage  of  land,  within  six  years  after  the  same  became 
due,  or  after  an  acknowledgment  in  writing  to  the  person  entitled  thereto, 
or  his  agent,  signed  by  the  person  by  whom  the  same  was  payable,  or  his 
agent ;  provided  that  where  any  prior  mortgagee  has  been  in  possession  of 
the  land,  or  in  receipt  of  the  profits  thereof,  within  a  year  before  an  action 
brought  by  a  subsequent  mortgagee  or  incumbrancer,  such  subsequent 
mortgagee  or  incimibrancer  may  recover  in  such  action  all  arrears  of 
interest  which  became  due  during  the  whole  time  that  the  prior  mortgagee 
or  incumbrancer  was  in  possession,  or  in  receipt  of  the  profits,  though  such 
time  may  have  exceeded  six  years.  In  the  case  of  a  mortgage  of  personal 
chattels,  or  of  a  chose  in  action,  the  period  of  limitation  for  an  action  on 
the  covenant  is  twenty  years,  and  twenty  years'  arrears  of  interest  are 
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recoverable.  It  should  be  noted  that,  although  only  six  years'  arrears  of 
interest  are  recoverable  by  action  on  the  covenant  in  a  mortgage  of  land,  in 
a  redemption  or  foreclosure  action,  if  the  mortgagor  wishes  to  redeem,  he 
will  only  be  permitted  to  do  so  on  payment  of  all  arrears.  When  there  is 
no  covenant  the  personal  remedies  of  a  mortgagee,  whether  of  real  or  per- 
sonal property,  are  barred  after  six  years. 

The  right  of  a  mortgagee  of  land  to  sue  for  possession  or  foreclosure  is 
barred  after  twelve  years  from  the  time  when  the  right  of  action  accrued,  or 
twelve  years  from  the  last  payment  in  respect  of  principal  or  interest.  But 
if  an  order  for  foreclosure  is  made  time  ceases  to  run  against  the  mort- 
gagee, and  he  will  be  entitled  to  sue  for  possession  within  twelve  years  after 
the  order  for  foreclosure,  though  more  than  twelve  years  may  have  elapsed 
since  the  last  payment  on  account  of  principal  or  interest. 

The  effect  of  the  provisions  of  the  Statutes  of  Limitation  which  apply 
to  the  personal  remedies  of  a  mortgagee  is  merely  to  bar  the  remedy,  and 
not  to  extinguish  the  debt ;  whereas  the  effect  of  the  provisions  which  bar 
his  right  against  the  land  is  not  merely  to  bar  the  remedy,  but  to  absolutely 
extinguish  his  estate  or  interest  in  the  land.  Hence  his  right  against  the 
land  cannot  be  revived  by  an  acknowledgment  after  the  expiration  of  the 
statutory  period,  but  such  an  acknowledgment  may  be  effectual  to  restore 
his  right  to  sue  for  the  recovery  of  the  debt.  An  acknowledgment  given 
by  a  mortgagor  will  not  bind  mesne  incumbrancers ;  and  it  is  doubtful 
whether  an  acknowledgment  by  one  of  two  or  more  joint  mortgagors  will 
bind  the  other  or  others. 

A  payment  on  account  of  principal  or  interest,  in  order  to  prevent  the 
operation  of  the  statutes,  must  be  a  payment  by  a  person  liable  to  pay  to  a 
person  entitled  to  receive  it ;  and  the  payment  must  be  made  as  an  acknow- 
ledgment of  liability.  It  has  been  held  that  a  payment  of  rent  to  the 
mortgagee  by  a  tenant  of  the  mortgaged  property  in  consequence  of  a  notice 
requiring  such  rent  to  be  paid  to  him  was  not  sufficient  to  preserve  the 
rights  of  the  mortgagee;  but,  on  the  other  hand,  that  the  payment  of 
interest  by  a  mortgagor  was  sufficient  to  prevent  the  statutes  running  in 
favour  of  a  surety ;  and  that  the  payment  of  interest  by  an  assignee  of  the 
equity  of  redemption,  who  had  covenanted  with  the  mortgagor  to  pay  the 
principal  and  interest,  kept  alive  the  right  to  sue  the  mortgagor  on  his 
covenant.  So,  payment  of  interest  by  a  tenant  for  life  will  prevent  time 
from  running  in  favour  of  the  reversioner  or  remainderman.  Where  the 
person  who  ought  to  pay  and  the  person  to  receive  the  interest  is  the  same, 
as  where  the  mortgagee  is  a  tenant  for  life  of  the  mortgaged  property,  he 
will,  generally  speaking,  be  deemed  to  have  paid  the  interest  so  as  to 
prevent  the  operation  of  the  statutes. 

Rights  of  Mortgagor. — When  a  mortgagee  has  been  in  possession  or  in 
receipt  of  the  rents  or  profits  of  any  land  comprised  in  the  mortgage,  no 
action  may  be  brought  by  the  mortgagor,  or  any  person  claiming  through 
him,  to  redeem  the  mortgage,  but  within  twelve  years  after  the  time  at 
which  the  mortgagee  obtained  such  possession  or  receipt,  unless  in  the 
meantime  an  acknowledgment  in  writing  of  the  title  of  the  mortgagor,  or  of 
his  right  to  redemption,  has  been  given  to  the  mortgagor  or  some  person 
claiming  his  estate,  or  to  the  agent  of  such  mortgagor  or  person,  signed  by 
the  mortgagee  or  the  person  claiming  through  him ;  and  in  such  case  no 
such  action  may  be  brought  but  within  twelve  years  after  the  time  at 
which  such  acknowledgment,  or  the  last  of  such  acknowledgments,  if  more 
than  one,  was  given.  When  there  are  more  than  one  mortgagor,  or  more 
than  one  person  claiming  through  the  mortgagor  or  mortgagors,  the  acknow- 
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ledgment,  if  given  to  any  one  of  such  mortgagors  or  persons,  or  his  or  their 
agent,  is  as  effectual  as  if  given  to  all  of  them ;  but  when  there  are  more 
than  one  mortgagee,  or  more  than  one  person  claiming  the  estate  or 
interest  of  the  mortgagee  or  mortgagees,  such  acknowledgment,  signed  by 
one  or  more  of  such  mortgagees  or  persons,  is  effectual  only  as  against  the 
party  or  parties  signing,  and  the  person  or  persons  claiming  under  him  or 
them,  and  any  person  or  persons  entitled  to  any  estate  or  interest,  to  take 
effect  after  or  in  defeasance  of  his  or  their  estates  or  interests,  and  does  not 
operate  to  give  to  the  mortgagor  or  mortgagors  a  right  to  redeem  the  mort- 
gage as  against  the  other  mortgagees  or  persons  claiming  their  estates  or 
interests.  Where  such  of  the  mortgagees  or  persons  as  have  signed  the 
acknowledgment  are  entitled  to  a  divided  part  of  the  land  comprised  in  the 
mortgage,  or  some  estate  or  interest  therein,  and  not  to  any  ascertained  part 
of  the  mortgage  money,  such  divided  part  may  be  redeemed  on  payment, 
with  interest,  of  such  part  of  the  mortgage  money  as  bears  the  same  pro- 
portion to  the  whole  of  the  mortgage  money  as  the  value  of  the  divided 
part  of  the  land  bears  to  the  value  of  the  whole  of  the  land  comprised 
in  the  mortgage. 

Where  the  mortgagee  has  taken  possession  of  only  part  of  the  land 
subject  to  the  mortgage,  the  right  of  the  mortgagor  to  redeem  that  part 
may  be  barred  though  he  remains  in  possession  of  the  remainder  of  the 
land.  But,  in  order  that  time  may  run  against  the  mortgagor,  it  is  neces- 
sary that  the  mortgagee  should  be  in  possession  as  mortgagee.  Thus,  if  he 
acquires  a  life  estate  or  other  limited  interest  in  the  land,  time  will  not  run 
against  the  reversioner  or  remainderman  during  the  existence  of  such  life 
estate  or  interest. 

It  should  be  noted  that  an  acknowledgment  to  prevent  the  operation  of 
the  statute  must  be  given  to  the  mortgagor,  or  some  person  claiming  his 
estate,  or  to  the  agent  of  such  mortgagor  or  person,  and  must  be  signed  by 
the  mortgagee  or  other  person  to  be  bound  by  it.  The  signature  of  an 
agent  of  the  mortgagee  is  not  sufficient. 

Where  a  mortgagee  exercises  his  power  of  sale  he  becomes  a  trustee  of 
the  surplus  proceeds  (if  any)  for  the  mortgagor  or  other  person  entitled 
thereto,  and  so  long  as  he  retains  such  surplus  he  is  not  entitled  to  the 
benefit  of  any  statute  of  limitations.  But  if,  without  fraud,  he  pays  over 
the  surplus  to  the  wrong  person,  he  is  entitled  to  plead  lapse  of  time  as  a 
bar  to  any  action  in  respect  thereof  in  the  like  manner,  and  to  the  like 
extent  as  if  the  claim  had  been  against  him  in  an  action  of  debt,  the  period 
of  limitation  for  which  is  six  years.  W.  Bowstead. 
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Mortgage  Business  in  the  United  States 

General  Remarks. — With  a  constantly  increasing  area  of  land  under 
cultivation  in  the  United  States,  considerable  facilities  are  afforded  to 
capitalists  for  the  employment  of  money  at  a  remunerative  rate  of 
interest,  and  on  what  should  prove  to  be  an  undoubted  security,  under 
ordinary  circumstances,  with  good  management,  fair  valuations,  sufficiency 
of  margin,  and  absence  of  fraud  on  the  part  either  of  the  mortgagor,  or 
of  agents,  and  other  intermediaries,  employed  by  the  lender.  There  is  no 
question  either  of  the  benefit  derived  by  borrowers  from  the  introduction  of 
capital,  enabling  them,  as  it  does,  to  bring  more  land  under  cultivation, 
by  the  employment  of  additional  labour,  and  labour-saving  appliances  and 
machinery,  to  add  to  and  improve  the  farm  buildings,  and  put  up  the 
necessary  fencing. 

The  original  settler  on  uncultivated  land,  which  possessed  little  or  no 
marketable  value,  had  to  depend  largely  on  the  labour  of  himself  and  the 
members  of  his  family  for  a  bare  existence,  in  clearing  a  space  sufficient  for 
the  cultivation  of  such  crops  as  were  necessary  for  their  maintenance.  But 
year  by  year  as  he  saw  his  labour  rewarded  by  a  greater  area  of  land  being 
brought  under  cultivation,  his  position  improved,  and  in  course  of  time  the 
land  became  an  asset  on  which  money  could  be  raised. 

The  Agencies  Employed  in  Lending. — Among  American  lenders 
there  are  many  local  institutions,  private  bankers,  and  Insurance  Companies 
prepared  to  lend  money  in  various  States,  and  employing  their  own  special 
methods  of  transacting  business,  and  these  consist — 

1,  Of  concerns  that  invest  their  own  funds,  and 

2.  Of  those  who  dispose  of  their  mortgages  to  investors. 

In  the  first  category  the  business  is  very  largely  in  the  hands  of 
insurance  companies,  some  of  whom,  including  the  ^tna,  the  North 
Western,  the  Union  Central,  and  the  John  Hancock  Life  Insurance 
Companies,  have  a  regular  loan  department.  Such  companies  lend  much 
on  the  lines  adopted  by  British  mortgage  companies,  and  with  about  the 
same  result,  as  although  the  rate  of  interest  charged  rarely  exceeds  6  per 
cent  per  annum,  a  commission  is  charged  in  addition,  which  brings  the 
rate  to  much  on  a  par  with  that  obtained  by  foreign  lenders. 

The  second  class,  consisting  of  local  institutions  and  private  banking 
firms,  lend  principally  at  from  7  to  8  per  cent  per  annum,  taking  a  first 
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mortgage  for  the  principal  amount  at  say  5  to  6  per  cent,  and  a  second 
mortgage  for  the  remaining  2  per  cent.  They  then  dispose  of  the  first 
mortgages,  either  with  or  without  a  guarantee,  but  generally  without,  to 
private  investors  of  whom  there  are  many  on  the  look  out  for  such  invest- 
ments, and  who  are  ready  and  willing  to  buy  from  these  concerns,  having 
sufficient  confidence  in  them  to  take  what  is  offered  without  question.  Such 
business  is  not  restricted  to  the  States  that  have  alien  laws  in  force,  which 
principally  comprise  the  Eastern  and  Western  States,  where  lenders  in  this 
category  have  the  field  pretty  much  to  themselves ;  but  they  are  also  found 
in  competition  with  foreign  corporations  in  the  Southern  States,  over  which, 
however,  they  cannot  be  said  to  possess  any  special  advantage  apart  from 
what  may  be  derived  by  concerns  with  local  offices  in  those  States  enabling 
them  to  close  loans  promptly,  in  the  absence  of  which  they  possess  no 
position  of  superiority  in  this  respect  over  their  competitors. 

The  foreign  mortgage  business  in  the  North  American  States  is  largely 
in  the  hands  of  English  and  Scottish  companies,  whose  operations  are 
chiefly  confined  to  lending,  although  some  companies  combine  therewith 
the  purchase  and  sale  of  land.  Of  these,  some  companies  lend  only  in  the 
United  States,  and  others  do  business  both  in  the  United  States  and  in 
Canada.  There  are  also  several  important  British  Insurance  Companies, 
with  offices  or  business  connections  in  the  United  States  for  the  purpose  of 
effecting  loans  on  city  properties. 

Some  companies  occupy  offices  both  in  Great  Britain  and  in  America, 
with  separate  Boards  of  Directors,  each  employing  their  own  staff,  which  in 
America  includes  inspectors  and  travellers.  Others  employ  a  general 
manager  or  confide  their  business  to  local  agents,  domiciled  at  some  central 
point  in  the  State  or  States  in  which  they  intend  to  operate.  The  number 
of  agents  so  employed  is  very  considerable,  and  they  are  to  be  found  in  every 
State  and  Territory.  They  have  to  receive  and  decide  on  applications  for 
loans,  examine  titles,  collect  and  remit  interest,  commence  and  carry  through 
foreclosure  proceedings,  when  necessary,  sell  real  estate,  and  generally 
perform  all  the  duties  connected  with  the  business  of  the  company  in  America. 

In  the  case  of  the  employment  of  a  manager  or  agents  it  is  usual  for 
the  company  in  Great  Britain  to  have  all  mortgage  and  trust  deeds,  and 
other  securities  forwarded  to  their  office,  and  kept  under  their  own  charge. 
This  involves  a  good  deal  of  sending  documents  backwards  and  forwards. 

There  can  be  no  doubt  that,  whatever  method  of  management  be 
employed,  the  business  of  a  mortgage  company  demands  considerable  care 
in  its  working.  Its  business  is  not  merely  that  of  a  lender ;  it  has  also  to 
borrow  if  it  is  to  prove  successful.  Were  it  merely  to  confine  itself  to 
loaning  out  the  share  capital,  the  business  done  would  be  so  limited  as  not 
to  cover  its  ordinary  charges,  and  it  would  be  by  no  means  an  easy 
matter  to  issue  sufficient  preference  capital  at  a  rate  that  would  leave  a 
margin  for  profit.  A  company,  therefore,  must  be  in  a  position  to  borrow, 
and  to  obtain  that  position,  it  is  essential  that  the  directors  should  be 
men  of  good  standing  and  influence.  It  is  important  that  the  shareholders 
should  be  a  responsible  body  of  men,  as  the  ordinary  share  capital,  which 
is  frequently  divided  into  shares  of  £10  each,  on  which  £2  only  has  been 
called  up,  should  occupy  a  prominent  place  in  the  security  that  can  be 
offered  for  borrowed  money.  It  is  equally  important  that  those  responsible 
for  lending  money  abroad  should  be  reliable  and  trustworthy,  and  when 
this  business  is  in  the  hands  of  an  American  Board,  that  the  directors 
there  should  hold  a  considerable  stake  in  the  share  capital. 

Method  used  for  Providing  Money  in  Great  Britain  for  the 
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Purpose  of  Lending  in  America. — The  borrowing  of  money  to  be  lent 
out  rests  chiefly  with  the  home  Board.  A  common  method  of  doing  this 
is  to  issue  either  debenture  stock  or  terminable  debentures,  or  both,  secured 
by  deed,  in  favour  of  trustees  for  the  debenture  or  debenture  stockholders, 
giving  them  a  charge  over  the  company's  property,  and,  if  so  arranged,  over 
the  uncalled  capital.  Perhaps  the  most  convenient  form  of  borrowing  is  to 
issue  partly  debenture  stock  and  partly  terminable  debentures.  At  one 
time  it  was  a  not  uncommon  practice  for  a  company  to  hypothecate  specific 
American  mortgages  to  their  creditors  as  security  for  their  debt,  following 
the  practice  adopted  by  the  private  bankers  in  America,  but  this  course 
has  been  found  cumbersome  to  the  company,  and  fails  to  supply  to  the 
customer  anything  like  as  reliable  a  security  as  a  charge  over  the  whole  of 
the  company's  property  secured  to  creditors  by  a  trust  deed. 

Method  of  conductingJ  Business  in  United  States — (a)  As  to  Lend- 
ing Money. — The  duty  of  the  American  Board  is  to  lend  out  the  available 
funds  and  to  transact  all  the  business  connected  therewith.  Loans  are 
made  for  different  periods,  and  repayable  in  gold,  either  in  one  amount, 
or  by  yearly  instahnents.  The  usual  period  is  for  five  years,  and  it  is 
usual  when  payable  by  instalments,  to  receive  one-tenth  of  the  capital 
amount  annually,  for  four  years,  and  the  balance  of  the  loan  at  the 
end  of  the  fifth  year ;  or  to  renew  it  for  a  further  period.  The  latter  as  a 
rule  is  the  course  adopted  when  practicable,  the  loan  being  reduced  whilst 
the  security  remains  the  same. 

It  is  a  usual  precaution  where  it  is  intended  that  the  loan  be  covered 
by  the  whole  of  the  property  mortgaged,  in  States  wherein  the  Dower  and 
Homestead  Laws  are  in  force,  for  the  mortgage  or  trust  deed  to  contain  a 
clause  against  claims  for  exemption  of  any  part  of  the  property,  as  forming 
part  of  the  lender's  security.  To  render  this  effective  it  is  necessary  that 
the  wife  of  the  borrower  be  made  a  consenting  party  to  the  deed.  In  some 
states  the  rights  and  provisions  of  the  Acts  in  question  may  not  be  alienated. 

It  is  customary  to  make  payments  of  loans,  of  instalments,  and  interest 
on  1st  November,  1st  December,  or  1st  January,  principally  on  the 
Ist  November.  By  this  date  the  crops  have  been  gathered,  sold,  and  paid 
for,  and  the  farmer  is  then  as  a  rule  in  a  position  to  meet  his  obligations. 

(b)  Proceedings  in  case  of  Default  of  Payment  of  Principal  and  Interest. 
— Should  he  fail  to  do  so,  except  by  arrangement  with  the  lender  for  the 
renewal  of  loans,  or  instalments  due,  or  as  regards  the  interest  not  paid,  the 
penalty  is  foreclosure  of  the  property.  No  action  is  taken  for  fifteen  days, 
by  which  time  the  books  are  made  up.  If  within  the  next  five  days  pay- 
ments continue  in  default,  delinquents  are  advised  that  the  papers  will  be 
sent  to  a  solicitor.  No  proceedings  are  taken  for  ten  days,  but  the  debtor 
is  recommended  to  settle,  and  about  sixty  to  seventy  out  of  every  hundred 
do  so.  Early  the  following  month  the  papers  relative  to  delinquents 
whose  loans  are  still  open,  are  sent  to  the  correspondent  who  had  charge 
of  the  business  in  the  first  instance,  for  foreclosure,  but  meantime  a  letter 
had  been  sent  to  him  asking  him  to  stir  the  debtor  up.  If  his  efforts  are 
unsuccessful  the  correspondent  next  commences  foreclosure  proceedings,  on 
behalf  of  the  company. 

Eeal  Estate  acquired  on  Foreclosure. — All  sales  under  foreclosure 
proceedings  are  made  publicly,  by  auction  at  the  place  appointed  by  the 
regulation  of  the  county.  If,  at  a  sale,  the  property  does  not  clear  the 
debt,  the  mortgagee  may  buy  in.  When  this  is  done  he  obtains  a  deed 
from  the  trustee,  when  secured  by  trust  deed  ;  or,  if  secured  by  mortgage, 
he  can  get  title  from  the  Court.    After  this  has  been  received  the  amount 
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of  a  mortgage  company's  advance  on  loan  passes  out  of  the  intermediate 
stage  of  pending  foreclosure,  into  their  real  estate  account,  together  with 
interest  calculated  up  to  the  date  of  the  foreclosure,  and  all  charges,  taxes, 
and  other  expenses  incurred.  The  land  is  then  sold  by  private  contract,  by 
the  company's  travellers,  after  it  has  been  revalued,  and  pending  such  sales, 
the  property  is  rented.  A  good  deal  of  real  estate  that  has  been  foreclosed 
is  disposed  of  by  means  of  what  are  known  as  contracts  of  sale. 

When  a  buyer  of  real  estate,  as  frequently  happens,  does  not  on  com- 
pletion of  the  sale,  pay  the  whole  of  the  purchase  money,  it  is  customary 
when  the  proportion  paid  amounts  to  25  per  cent,  to  give  him  title  to  the- 
property,  and  treat  the  balance  as  an  ordinary  loan ;  but  when  the  pro- 
portion of  the  purchase  money  paid  is  less  than  25  per  cent,  the  balance 
is  made  payable  by  yearly  instalments,  and  the  title  remains  with  the 
company  until  such  balance  has  been  paid  off. 

Conformity  to  Laws  in  Various  States. — On  commencing  business, 
in  any  State  a  foreign  company  or  corporation  should  ascertain  and  conform 
to  the  laws  in  force  there.  In  most  States  it  is  necessary  that  certain 
formalities  be  gone  through,  such  as  filing  a  certified  copy  of  its  charter  of 
incorporation  with  the  Secretary  of  State,  and  procuring  from  him  a 
permit  to  do  business;  and  fees  must  be  paid  varying  in  amount  accord- 
ing to  the  provisions  in  force. 

Corporations  are  liable  for  the  payment  of  taxes  which  constitute  a  lien 
upon  lands  on  which  they  are  assessed.  The  tax  varies  in  different  States, 
and  is  generally  levied  in  proportion  to  the  business  transacted  or  the 
amount  of  capital  employed  therein.  If  taxes  are  in  arrear  the  tax 
collector  can  sell  the  property.  The  defaulter,  however,  may  regain 
possession,  subject  to  certain  penalties  and  within  periods  of  time,  which 
conditions  vary  materially  in  different  States. 

Laws  affecting  Mortgage  Companies. — Certain  legislative  enact- 
ments affecting  the  business  of  mortgage  companies  in  the  various  States 
fall  now  to  be  considered,  and  firstly  as  to — 

(a)  The  Alien  Laws. — Such  laws  as  exist  affecting  aliens  adversely  would 
seem  to  be  largely  influenced  by  the  Munroe  doctrine,  interwoven  as  it  i» 
with  American  conceptions  of  international  law  and  policy,  and  applying, 
as  it  would  appear  to  do,  the  principle  affecting  foreign  nations  to  their 
individual  subjects  and  corporations. 

There  are  a  large  number  of  individual  States  and  Territories  in  which 
prohibitions  exist  against  aliens  who  have  not  declared  their  intention 
of  becoming  American  citizens,  exceptions  being  generally  allowed  where 
acquisition  has  been  made  by  devise  and  descent,  either  unconditionally  or 
with  the  proviso  that  land  can  be  held  only  for  a  limited  period — usually 
the  latter.  This  classification  includes,  broadly,  Idaho,  Connecticut,  Ken- 
tucky, New  Hampshire,  Montana,  Utah,  Washington,  and  the  territories 
of  Arizona  and  Indian  Territory. 

In  Iowa  and  Wisconsin  the  holding  is  limited  to  320  acres,  and  in 
Pennsylvania  to  5000,  which,  of  course,  so  far  as  alien  corporations  are  con- 
cerned, is  equivalent  to  prohibition.  In  another  category  we  include  States 
where  the  laws,  though  generally  excluding  aliens  from  holding  land,  make 
exceptions  applicable  to  land  purchased  under  proceedings,  either  by  action 
or  power  of  sale,  to  foreclose  any  mortgages ;  but  in  such  cases  such  alien 
or  corporation  is  not  permitted  to  hold  land  so  acquired  beyond  a  specified 
period  and  under  certain  conditions. 

(b)  Interest  or  Usury  Laws. — Interest  payable  in  America  is  regulated 
by  the  usury  laws  prevailing  in  each  State  fixing  the  legal  rate  payable. 
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Although  in  some  States  this  may  not  be  exceeded,  as  in  Connecticut, 
Delaware,  Indiana,  Kentucky,  Maryland,  New  York,  North  Carolina, 
Pennsylvania,  Tennessee,'  Vermont,  Virginia,  and  West  Virginia,  yet  in 
the  other  States,  although  no  verbal  contract  would  be  valid,  payment  may 
be  stipulated  for  by  written  contract,  at  rates  varying  according  to  the 
provisions  made  relative  thereto  in  the  several  States. 

The  lowest  legal  rate  is  5  per  cent.  This  prevails  in  Illinois,  Michigan, 
and  Louisiana,  but  in  the  two  first -named  States  7  per  cent,  and  in 
Louisiana  8  per  cent,  may  be  contracted  for.  The  legal  rate  of  6  per  cent 
prevails  most  generally,  affecting  as  it  does  not  only  the  States  referred  to 
above,  in  which  it  must  not  be  exceeded,  but  also  the  following,  in  which 
higher  rates  may  be  contracted  for,  viz. : — 

In  Indian  Territory,  Indiana,  Iowa,  Missouri,  and  Ohio,  where  written 
contracts  are  valid  for  the  payment  of  8  per  cent. 

In  Arkansas,  District  of  Columbia,  Kansas,  Minnesota,  Mississippi,  New 
Hampshire,  Oregon,  Texas,  and  Wisconsin,  in  which  written  contracts  for 
payment  up  to  10  per  cent  are  valid. 

In  New  Mexico  Territory,  and  in  Washington,  where  12  per  cent  may 
be  charged  under  contract,  and  in  Rhode  Island,  Maine,  and  Massachusetts, 
in  which  any  rate  may  be  reserved  by  written  agreement. 

Seven  per  cent  is  the  legal  rate  chargeable  in  California,  Nevada, 
Georgia,  South  Carolina,  Nebraska,  Idaho,  and  North  and  South  Dakota. 
In  the  two  first-named  States  any  rate  of  interest  may  be  stipulated  for  by 
written  contract.  In  Georgia  and  South  Carolina  the  rate  so  contracted  for 
may  not  exceed  8  per  cent,  in  Nebraska  10  per  cent,  or  12  per  cent  in  Idaho 
and  North  and  South  Dakota. 

In  Alabama,  Alaska,  Colorado,  Florida,  Montana,  Utah,  and  Wyoming 
8  per  cent  is  the  legal  rate,  contracts  in  excess  of  which  may  be  made  in 
writing  (except  as  regards  Alabama,  in  which  the  legal  rate  may  not  be 
exceeded)  as  follows,  viz. : — 

In  Florida  up  to  10  per  cent,  in  Alaska  and  Wyoming  up  to  12  per  cent, 
and  without  limit  as  to  rate  in  Colorado,  Montana,  and  Utah. 

(c)  Penalties  for  Infringement  of  Usury  Laws. — In  Colorado,  Maine,  and 
Montana  no  usury  laws  exist,  and  there  can  therefore  be  no  imposition  of 
penalties,  but  where  a  higher  than  the  legal  rate  has  been  charged  judgments 
and  verdicts  only  carry  interest  at  the  legal  rate. 

In  Connecticut,  Massachusetts,  Ohio,  and  Rhode  Island,  where  the  legal 
rate  is  6  per  cent,  and  in  California,  where  it  is  7  per  cent,  interest  charged 
in  excess  of  the  rate  contracted  to  be  paid  cancels  the  contract  as  to  interest, 
and  recovery  is  limited  to  the  principal  amount  and  the  legal  rate  of  interest. 
As  to  Connecticut  there  existed  formerly  a  regulation  imposing  a  forfeiture 
of  such  excess  of  interest  as  had  been  taken  to  anyone  suing  within  a  year, 
but  the  borrower  cannot  now  sustain  such  action. 

In  Wyoming  and  the  Indian  and  Arizona  Territories  we  are  not  aware 
of  the  existence  of  any  penalties,  and  in  Nevada  and  Utah,  where  no  limits 
exist  as  to  the  rate  of  interest  that  may  be  contracted  for,  there  are,  of 
course,  none. 

In  Maryland,  where  the  legal  rate  of  interest  is  confined  to  6  per  cent, 
only  that  rate  can  be  recovered  on  judgment. 

In  Indiana,  Kentucky,  Vermont,  Missouri,  and  West  Virginia  the 
interest  charged  in  excess  of  the  legal  rate,  or  of  any  higher  rate  that  may 
be  contracted  for,  is  forfeited,  and  as  regards  the  three  first-named  States, 
where  interest  has  been  paid  in  excess,  such  excess  may  be  recovered. 

This  regulation  also  applies  to  Kansas,  with  the  addition  that  in  cases 
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where  the  amount  of  such  excess  has  been  incorporated  into  negotiable 
paper,  double  the  amount  of  the  excess  may,  after  payment  has  been  made, 
be  recovered  by  action  brought  against  the  party  originally  exacting  the 
usury,  provided  such  action  be  brought  within  ninety  days  of  the  maturity 
of  such  paper. 

The  forfeiture  of  interest  paid  in  excess  also  exists  in  Georgia,  and  deeds 
made  as  part  of  an  usurious  contract  are  void. 

The  forfeiture  of  all  interest  and  the  recovery  of  only  the  principal 
amount  allowed  is  the  penalty  imposed  on  usurious  contracts  in  Alabama, 
Illinois,  Mississippi,  New  Jersey,  Michigan,  Nebraska,  Oklahoma  Territory, 
and  Virginia.  As  regards  two  of  these  States,  viz.,  Michigan  and 
Nebraska,  lona  fide  holders  of  negotiable  paper  are  not  affected  by  the 
usury  laws. 

In  Louisiana  and  Pennsylvania  all  usurious  interest  that  has  been  paid 
may  be  recovered  if  sued  for  in  six  months,  and  in  Minnesota  if  within  two 
years.  In  addition  to  the  forfeiture  of  all  interest  due,  double  the  amount 
of  usurious  interest  paid,  if  sued  for  within  two  years,  may  be  recovered  in 
Alaska  district,  North  Carolina,  North  Dakota,  and  Texas,  and  without 
limit  as  to  time  in  Florida,  South  CaroHna,  and  the  District  of  Columbia ; 
whilst  in  Wisconsin  and  New  Hampshire  treble  the  amoimt  paid  in  excess 
is  recoverable  on  action,  if  brought  within  one  year  in  Wisconsin,  or  within 
two  years  in  New  Hampshire. 

In  Iowa  the  penalty  following  a  violation  of  the  law  is  a  forfeiture  of  8 
per  cent  on  the  amount  of  the  contract  to  the  State,  for  the  use  of  the  school 
fund,  and  the  plaintiff  can  have  judgment  for  the  principal  sum  only,  with- 
out interest  or  costs. 

In  Delaware  and  Oregon  also  the  whole  amount  lent  is  forfeited,  in  the 
latter  State  with  costs  against  the  claimant,  the  penalty  going  to  the  school 
fund  of  the  State. 

In  Arkansas  usurious  contracts  are  void,  both  as  to  principal  and  interest, 
and  negotiable  paper  tainted  with  usury  is  void,  even  in  the  hands  of  an 
innocent  holder. 

In  New  York,  Tennessee,  South  Dakota,  and  the  Territory  of  New 
Mexico  the  taking  of  usurious  interest  is  a  misdemeanour,  punishable  by 
fine  or  imprisonment,  or  both.  No  forfeiture  of  the  principal  amount  is 
involved  in  either  State  or  Territory,  but  in  New  York  and  Tennessee, 
where  the  legal  rate  is  6  per  cent,  any  excess  of  interest  paid  may  be 
recovered  by  action  (in  the  case  of  New  York  within  two  years). 

In  South  Dakota,  where  the  rate  of  interest  that  may  be  contracted  to 
be  paid  is  12  per  cent,  all  interest  received  or  contracted  for  of  an  usurious 
nature  is  forfeited,  and  in  New  Mexico  double  the  amount  in  excess  of  12 
per  cent  may  be  recovered  on  action  brought  within  three  years. 

(d)  Dower. — Dower  is  the  right  which  a  wife  possesses  to  an  estate  for  life 
in  one-third,  or  some  other  proportion,  and  according  to  valuation  of  lands 
of  which  the  husband  was  possessed  at  the  time  of  his  death,  and  also  the 
dwelling-house.  Courtesy  is  a  similar  provision  in  favour  of  a  husband 
on  the  death  of  his  wife  in  respect  to  her  estate. 

In  most  states  (but  there  are  exceptions,  as  in  Georgia)  the  right  of 
dower  or  courtesy  may  be  barred  by  deed,  but  in  this  case  deeds  or  mort- 
gages containing  an  exemption  clause  must  be  executed  by  the  husband 
and  his  wife  conjointly. 

In  South  Carolina  a  married  woman  may  relinquish  her  dowry  in  real 
estate  by  acknowledging  the  same  in  open  Court  before  a  judge  of  the 
Court  of  Common  Pleas,  a  justice  of  the  Supreme  Court,  or  some  other 
VOL.  V  11 
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specified  public  functionary,  or  in  other  ways  provided  by  the  Act,  should 
she  be  outside  the  State. 

In  many  States,  under  Acts  affecting  married  women,  they  may  hold 
and  dispose  of  separate  property,  or,  as  common  property,  share  in  real 
estate,  which  can  only  be  disposed  of  by  deeds  and  mortgages  to  which  the 
wife  is  a  party. 

In  Arizona  Territory,  California,  Colorado,  Kansas,  Indiana,  Iowa, 
Louisiana,  Maine,  Mississippi,  Minnesota,  North  and  South  Dakota,  Okla- 
homa, Utah,  Washington,  and  Wyoming,  provisions  for  dower  are  either 
non-existent,  or  have  been  abolished. 

The  homestead  of  a  family,  or  the  proceeds  if  sold,  is  usually  exempt 
from  execution  or  attachment.  It  must  be  owned  by,  and  the  actual  abode 
of,  such  family,  or  of  some  member  of  it.  The  value  of  the  privileges 
extended  to  the  owners  of  homesteads  is  far  from  being  uniform,  varying 
from  a  few  hundred  dollars,  or  even  less,  to  $5000,  according  to  the  number 
of  acres  reserved. 

(e)  Redemption  of  Properties  sold  under  Foreclosure. — There  is  often  a 
considerable  time  allowed  to  elapse  between  an  estate  coming  into  foreclosure 
and  its  sale.  During  the  interval  it  is  no  uncommon  thing  for  the  default- 
ing debtor  to  remain  in  possession,  and  also  within  the  same  interval  to 
have  the  right  of  redemption.  Not  that  either  of  these  privileges  must  be 
taken  to  be  a  matter  of  course.  In  many  cases,  and  under  certain  circum- 
stances, differing  in  different  States,  the  debtor  must  give  up  possession  with- 
out undue  delay,  and  redemption  is  barred,  even  though  the  property  be 
not  actually  sold,  from  the  time  that  foreclosure  proceedings  have  been 
initiated. 

No  right  of  redemption  exists  in  New  York,  Pennsylvania,  Ohio,  Indian 
Territory,  Nebraska,  Delaware,  the  District  of  Columbia,  Maryland,  Missis- 
sippi, West  Virginia,  North  and  South  CaroHna,  Florida,  Louisiana,  Texas, 
or  Greorgia. 

In  States  where  the  right  exists  redemption  must  be  effected  within 
certain  periods  of  time,  and  with  the  addition  to  the  principal  amount 
paid  at  the  sale,  or  for  which  judgment  was  granted,  of  interest  on  the 
purchase,  at  rates  varying  as  shown  below.  It  is  usually  provided  that 
the  debtor  shall  reimburse  all  taxes  that  have  been  paid  or  may  be  due, 
a  reasonable  sum  for  repairing  and  improving  the  estate,  or  similar 
expenses  incurred,  and  any  sum  lawfully  paid  for  a  prior  mortgage.  As 
a  rule  the  debtor  is  entitled  to  redeem  either  from  the  creditor  who  has 
bought  in  the  property,  when  sold  under  foreclosure  proceedings,  or  from 
any  subsequent  buyer ;  but  there  are  exceptions  in  some  States  where  the 
right  of  redemption  is  limited  to  property  remaining  in  the  hands  of  the 
mortgagor.  The  time  within  which  redemption  is  possible  usually  dates 
from  the  day  of  sale  under  the  order,  judgment,  or  decree  of  any  court,  or 
upon  execution,  or  by  the  foreclosure  of  mortgages,  or  under  deeds  of  trust, 
either  by  action  or  by  any  proceeding  known  to  the  law.  As  a  rule 
any  heir  or  devisee,  grantee,  mortgagee,  creditor  or  successor  of  the  debtor, 
either  natural  or  artificial,  who  was  the  owner  of  the  real  property  sold, 
may  make  such  redemption  and  stand  in  the  place  of  the  owner.  It  is  also 
provided  in  the  majority  of  States  that  after  redemption  has  been  made 
any  other  lien  creditor  (or  "  redemptioner,"  as  he  is  usually  designated)  may 
within  a  certain  short  period,  usually  sixty  days  or  three  months,  from  the 
last  redemption,  again  redeem  the  property  on  payment  of  the  sum  paid  on 
the  last  redemption,  with  interest  thereon  varying  as  to  rate  in  different 
States,  and  any  taxes  or  other  charges,  etc.,  that  may  have  been  paid. 
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This  process  may  be  repeated  as  often  as  any  other  lien  creditor  or  redemp- 
tioner  is  disposed,  subject,  however,  usually,  to  the  final  redemption  taking 
efifect  within  the  time  allowed  as  from  the  date  of  sale. 

In  some  States  wherein  the  mortgager  may  redeem  within  a  specified 
time  from  the  day  of  sale,  he  may  remain  in  possession  of  the  property  until 
such  time  has  elapsed. 

Subject  to  such  general  conditions,  existing  in  some  of  the  States  now 
about  to  be  referred  to,  rather  by  inference  than  by  a  specific  provision  in 
the  regulations,  we  will  now  classify  the  States  wherein  redemption  can 
be  claimed,  under  various  headings  showing  the  time  following  the  day  of 
sale,  within  which  redemption  is  allowed,  and  the  rates  of  interest  payable 
on  such  redemption  on  the  purchase  money,  or  the  amount  for  which  judg- 
ment was  granted.  We  shall,  where  special  conditions  exist,  make  reference 
to  them. 

In  Connecticut  the  limit  of  time  for  redemption  rests  with  the  Court. 
This  is  usually  fixed  at  from  two  to  six  months,  and  if  the  debt  be  not  paid 
within  such  period  the  equity  of  redemption  is  extinguished,  and  the 
property  belongs  absolutely  to  the  mortgagee. 

In  Nevada  and  Utah  (and  also  in  Oregon  and  Tennessee,  referred  to 
later)  redemption  cannot  be  claimed  where  the  title  is  a  leasehold  of  a 
shorter  term  than  two  years  unexpired.  Subject  to  this  exception,  property 
in  Nevada,  Utah,  Colorado,  and  Vermont  may  be  redeemed  within  six 
months  from  the  day  of  sale,  the  interest  payable  being — in  Utah,  6  per 
cent ;  in  Vermont,  6  per  cent ;  in  Colorado,  10  per  cent ;  and  in  Nevada, 
18  per  cent. 

Twelve  months  is  the  most  usual  limit  fixed.  This  applies  to  Iowa, 
Michigan,  Missouri,  and  Minnesota,  in  which  States  the  interest  payable  is 
taken  at  the  same  rate  as  is  provided  for  in  the  mortgage  deed  or  deed  of 
trust,  but  as  regards  Minnesota  the  rate  is  not  in  any  case  to  exceed  10 
per  cent,  and  in  Missouri  redemption  is  limited  to  sales  made  under  a  trust 
deed  without  a  foreclosure  suit,  and  then  only  provided  that  the  beneficiary 
in  such  deed  of  trust,  or  his  legal  representative,  shall  have  been  the 
purchaser. 

Other  States  included  in  the  limit  of  twelve  months  for  redemption 
are: 

Illinois,  Wisconsin,  and  the  Territory  of  New  Mexico,  in  which  the  rate 
of  interest  is  limited  to  6  per  cent ; 

South  Dakota,  where  it  is  limited  to  7  per  cent ; 

Indiana  and  Washington,  where  the  limit  is  8  per  cent ; 

Kentucky,  Oregon,  and  Wyoming,  where  it  is  10  per  cent ; 

California  and  North  Dakota,  where  it  is  12  per  cent ;  and  in 

Arkansas,  where  as  high  as  15  per  cent  may  be  demanded. 

The  time  limit  of  twelve  months  also  applies  to  Alaska,  Idaho,  Maine, 
Massachusetts,  Montana,  and  New  Hampshire,  but  we  do  not  find  in  the 
references  we  have  consulted  any  allusion  to  the  rates  of  interest  payable. 

In  Alabama  and  in  Tennessee  two  years  are  allowed  for  redemption,  the 
rate  of  interest  in  the  latter  State  being  6  per  cent,  and  in  the  former  10. 

In  Alabama,  however,  there  is  a  proviso  that  should  a  purchaser  not  be 
put  in  possession  of  the  property  within  ten  days  of  the  day  of  sale  all 
right  of  redemption  is  forfeited. 

In  Kansas  a  defendant  owner  of  real  property  may  redeem  at  any  time 
within  eighteen  months  from  the  date  of  sale,  by  virtue  of  a  trust  deed,  by 
payment  in  the  usual  way,  and  in  the  meantime  is  entitled  to  retain 
possession  of  the  property  unless  the  Court  finds  that  the  land  has  been 
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abandoned,  or  not  occupied  in  good  faith,  in  which  event  the  period  of 
redemption  is  reduced  to  six  months,  and  junior  lien-holders  are  entitled  to 
redeem  within  three  months  thereafter.  Otherwise  the  first  twelve  months 
redemption  period  is  exclusive  to  the  owner,  and  after  that  any  creditor, 
with  certain  exceptions,  may  redeem  within  fifteen  months  from  the  day 
of  sale,  and  from  each  other  until  the  fifteen  months  have  expired. 

In  Rhode  Island  no  redemption  can  be  claimed  in  case  of  a  sale  on 
execution,  but  should  an  estate  be  foreclosed  in  equity,  or  the  mortgagee 
obtain  possession  by  a  suit  at  law,  the  mortgagor  and  his  heirs,  etc.,  may 
redeem  within  three  years. 

Mortgage  Business  in  the  Dominion  of  Canada. 

General  Remarks. — This  important  Colony  of  the  British  Empire 
extends  along  a  line  immediately  north  of  the  United  States,  extending 
for  a  distance  of  3600  miles  in  width,  between  the  Atlantic  and  the  Pacific 
Oceans ;  and  it  comprises  an  area  of  3,456,383  square  miles ;  being  con- 
siderably larger  than  the  United  States  of  America.  Of  this  area — 
1,500,000  square  miles  are  occupied  by  the  great  northern  territories  or 
divisions  of  Mackenzie,  Keewatin,  Franklin,  and  Ungava,  which  surround 
Hudson  Bay  and  are  unsettled ;  and  of  which  very  little  is  known  except  that 
they  are  exploited  by  the  Hudson  Bay  Company.  Dismissing  this  extensive 
region  from  our  consideration,  and  confining  ourselves  to  South  Canada,  we 
find  it  includes  in  the  east  and  south-eastern  portion,  the  maritime 
provinces  of  Quebec,  Nova  Scotia,  New  Brunswick,  and  Prince  Edward 
Island ;  adjoining  Quebec  lies  Ontario,  extending  westward  to  Manitoba, 
which  is  the  central  province  of  the  Dominion.  With  Manitoba  com- 
mences what  is  known  as  Western  Canada,  consisting  of  Manitoba  and  the 
adjoining  district,  which  comprises  the  territories  of  Assiniboia,  Saskatch- 
ewan, Alberta,  and  Athabasca ;  and  at  the  extreme  west,  on  the  Pacific, 
the  extensive  and  important  mining  province  of  British  Columbia,  whilst 
still  farther  to  the  north,  and  adjoining  the  isolated  American  State  of 
Alaska,  lies  the  province  of  Yukon  with  its  Klondike  gold  region. 

Agriculture  and  Stock  Raising. — ^Agriculture  overshadows  all  other 
industries  in  Canada,  in  its  universality  and  importance.  It  is  estimated 
that  46  per  cent  of  the  population  derive  their  livelihood  directly  from  it. 
The  Dominion  is  largely  indebted  to  the  fertility  of  its  soil,  having 
immense  areas  of  rich  and  productive  land,  easily  worked,  and  well  suited 
for  the  growth  of  cereals  and  other  farm  crops,  of  which  a  large  variety 
are  produced  on  the  mixed  farms  that  abound  throughout  the  Dominion. 
Dairy  produce  also  commands  more  attention  than  formerly,  and  horse, 
cattle,  sheep,  and  swine  raising  has  become  a  large  and  important  feature 
in  farm  work.  It  has  become  quite  an  ordinary  practice  for  all  varieties 
of  agricultural  industry  to  be  combined  on  the  same  farm,  very  largely  due 
to  the  favourable  climate,  the  fertility  of  the  soil,  and  the  richness  of  the 
pasture  lands. 

American  companies  buy  immense  blocks  of  land,  wherever  they  can 
secure  it,  in  good  quality,  and  within  easy  reach  of  railroads.  They  acquire 
the  land  at  say  $3  an  acre,  and  either  directly  or  through  sub  companies, 
bring  in  their  settlers  in  wholesale  fashion,  from  south  of  the  line.  These 
last  buy  at  say  $7,  but  settling  thus  in  communities,  by  the  very  force 
of  their  own  numbers,  they  make  the  land  at  once  worth  that  much  or 
more. 

Agencies  employed  in  Lending  Money. — It  may  fairly  be  anticipated 
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that  before  long  Canada  will  rank  with  the  chief  food-producing  countries 
of  the  world,  and  afford  to  capitalists  every  opportunity  for  a  large  and 
profitable  loaning  business.  We  find  from  of&cial  returns  that  in  1901,  the 
amount  borrowed  on  mortgage  of  real  estate  was  $113,291,151,  the  number 
of  loan  companies  and  other  agencies  employed  being  98.  Ontario  is  the 
principal  business  centre.  The  chief  mortgage  companies  have  their  head 
office  at  Toronto  with  (in  some  cases)  branches  at  Winnipeg,  the  North- 
West  Territories,  Vancouver's  Island,  St.  John's  (New  Brunswick),  etc.  There 
are  others  with  chief  offices  at  London,  Hamilton,  Peterborough,  Brantford, 
and  other  cities  in  Ontario, — and  at  Quebec,  Montreal,  etc.  Some  com- 
panies have  their  head  offices  in  Great  Britain,  but  these  only  constitute  a 
small  proportion. 

Eegulations — (a)  Affecting  Mortgages. — The  only  way  in  which  property 
in  the  province  of  Quebec  can  be  charged  is  by  way  of  "  hypothec,"  which 
differs  from  a  mortgage,  and  is  in  fact  a  lien,  in  virtue  of  which  a  creditor 
may  cause  property  to  be  sold  in  the  hands  of  whomsoever  it  may  be, 
and  have  a  preference  claim  upon  the  proceeds  of  sale,  in  order  of  date,  as 
fixed  by  the  code.  The  legal  title  to  the  property  remains  in  the  mortgagor. 
The  mortgagee  is  not  entitled  to  foreclose,  but  must  sue  on  the  principal 
obligation,  obtain  judgment,  bring  the  property  to  judicial  sale,  and  then 
rank  upon  the  proceeds,  which  are  distributed  according  to  privilege  by  a 
judgment  of  distribution.  The  "hypothec"  must  be  executed  before  a 
notary  public  of  the  province  under  his  seal. 

In  Manitoba  also  a  mortgage  does  not,  under  the  "Torrens"  system 
operate  as  a  transfer  of  the  land  charged,  but  only  has  effect  as  a  security. 
If  default  be  made  in  the  payment  of  the  principal,  etc.,  after  one  calendar 
month,  the  mortgagee  may,  after  giving  written  notice  to  the  mortgagor, 
enter  into  possession,  and  take  the  rents,  etc.  If  default  continue  for 
another  month  after  such  notice,  the  mortgagee  may  sell  the  property. 
When  default  continues  for  six  months  the  mortgagor  may  apply  to  the 
district  registrar  for  an  order  of  foreclosure.  Mortgages  under  this  system 
need  not  be  under  seal. 

In  British  Columbia,  Ontario,  New  Brunswick,  and  Nova  Scotia, 
mortgages  are  executed  under  seal,  on  a  statutory  form  (except  in  Nova 
Scotia — where  such  form  need  not  be  used),  and  this  is  registered  in  the 
land  registry  office  of  the  respective  provinces.  Such  registration  is 
cancelled  on  production  of  a  release,  signed  by  the  mortgagee. 

The  foreclosure  of  properties  where  the  mortgager  is  in  default  is  effected 
by  an  action  in  the  Supreme,  or  High  Court,  or  by  such  power  of  sale  as 
may  be  provided  in  the  mortgage. 

As  regards  land  sold  for  taxes,  a  person  in  default  has  usually  power  of 
redemption,  for  one  or  two  years,  in  all  the  provinces ;  but  we  are  unaware 
of  any  province  in  which  such  power  exists  as  regards  sale  by  mortgagees. 

(b)  Aliens. — No  question  of  naturalisation  arises  in  connection  with  the 
emigration  of  British  subjects  into  Canada.  The  laws  are  marked  by  a 
spirit  of  great  liberality  also  towards  foreigners;  and  such  persons  can 
transact  any  business,  and  hold  real  estate,  without  being  naturalised.  In 
the  case  of  foreigners  taking  up  free  homesteads,  before  the  Government 
deed  (or  patent)  can  issue,  they  are  required  to  become  naturalised  British 
subjects ;  this  can  be  done  by  their  residing  three  years  in  the  country,  and 
taking  the  oath  of  allegiance.  Naturalisation  confers  political  and  all 
other  rights. 

In  Manitoba  a  foreign  corporation  must  obtain  a  licence  to  carry  on 
business. 
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In  Ontario  under  the  Loan  Corporation  Act  it  is  required  that  all  loan 
companies  or  corporations  shall  be  registered,  and  shall  pay  annually  to 
the  Crown  the  several  taxes  required  by  the  Act. 

A  company  with  a  fixed  or  permanent  paid-up  capital  pays  $65  for  any 
such  capital  up  to  $100,000 — and  for  every  additional  $1000  or  fraction 
thereof,  65  cents.  Where  the  head  office  is  in  another  province,  or  in 
Great  Britain,  the  tax  to  be  paid  is  charged  only  on  the  amount  of  funds 
employed  by  the  company  in  Ontario. 

On  or  before  Ist  June  in  each  year  every  company  subject  to  tax  must 
deliver  to  the  provincial  treasurer  a  statement  showing  the  name  of  the 
company,  its  business,  capital,  and  stock,  and  the  amount  paid  up  verified 
on  oath — by  manager  or  such  other  official  as  is  required  by  the  Act, 
according  as  the  domicile  is  within,  or  outside,  the  province.  All  mortgages 
effected  by  loan  companies  or  others  must  be  registered.  Non-provincial 
loan  companies  do  not  labour  under  any  disadvantage  in  comparison  with 
those  in  the  province. 

(c)  Interest. — The  legal  rate  of  interest  throughout  Canada  is  five  per 
cent,  and  this  rate  is  payable  on  judgment  debts  except  in  Nova  Scotia, 
where  every  judgment  debt  carries  interest  at  six  per  cent  per  annum, 
until  satisfied. 

Contracts  may  be  made  in  writing,  however,  in  Quebec,  New  Bruns- 
wick, Ontario,  Manitoba,  and  British  Columbia,  stipulating  for  any  rate  of 
interest.  In  Nova  Scotia  a  maximum  rate  of  seven  per  cent  only  is  per- 
mitted.    There  are  no  usury  laws. 

(d)  Doioer. — In  British  Columbia  the  wife  is  entitled  to  dower  out  of 
lands  of  which  the  husband  may  die  seized  should  he  die  intestate. 

In  Manitoba  a  wife  is  not  entitled  to  dower  in  the  land  of  her  deceased 
husband,  but  has  the  same  right  in  it  as  if  it  were  personal  property. 

In  Ontario  and  Nova  Scotia  the  wife  is  entitled,  with  a  few  exceptions, 
to  dower  out  of  all  lands  of  which  her  husband  was  seized  at  the  time  of 
marriage  in  which  she  did  not  bar  her  dower  during  his  lifetime,  but  a 
husband  can  only  be  tenant  by  the  courtesy  of  such  of  his  wife's  lands  as 
she  died  seized  of. 

In  New  Brunswick  also  a  wife  is  entitled  to  dower  out  of  all  lands  left 
by  her  husband. 

In  Quebec,  the  law  relating  to  the  rights  of  married  women  is  derived 
from  the  French  law,  under  which  (unless  varied  by  ante-nuptial  contract) 
community  of  property  is  established  between  the  consorts  residing  in  the 
Province,  each  of  them  retaining  his  or  her  right  over  immovable  property 
owned  at  the  time  of  marriage ;  but  any  acquired  thereafter  enters  into  the 
community  of  property.  The  husband  administers,  and  may  dispose  of  the 
community  property,  but  can  bequeath  only  one-half  therein  and  the  wife 
the  other  half,  and,  if  she  should  die  intestate,  it  passes  to  her  heirs. 

Legal  or  customary  dower  (as  distinct  from  conventional  dower,  which 
may  be  stipulated  for  by  the  ante-nuptial  contract)  consists  in  the  usufruct 
for  the  wife  and  the  ownership  for  the  children  of  one  half  of  such  immov- 
able property  as  belonged  to  the  husband  at  the  time  of  marriage,  or  which 
accrued  to  him  thereafter  from  his  father,  mother,  or  other  ascendant  rela- 
tives. It  opens  upon  the  death  of  the  husband,  and  must  be  registered. 
It  may  be  excluded,  or  modified  in  any  way,  by  ante-nuptial  agreement. 

Method  of  Conducting  Business. — The  form  of  procedure  in  con- 
nection with  the  loaning  business  is  very  much  the  same  all  over  Canada, 
but  in  Quebec,  where  the  French  law  prevails,  there  is  a  difference  so  far 
as  the  legal  process  is  concerned.     Real  Estate  Agents  only  incidentally  do 
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a  loaning  business,  but  Insurance  Companies  lend  largely,  adopting  much 
the  same  methods  as  the  Loan  Companies.  Several  of  them,  doing  business 
in  Manitoba  and  the  North- West  District,  lend  money  at  6  per  cent,  the 
borrower  taking  out  a  hfe  insurance  policy  covering  the  amount ;  but,  as  a 
rule,  the  companies  do  business  pretty  much  alike. 

Trust  Companies  follow  the  same  rules  as  the  Loan  Companies,  but  are 
rather  more  strict  in  their  valuations  and  a  little  more  expensive  in  their 
law  fees.  On  the  other  hand,  they  lend  at  a  lower  rate  of  interest.  We  are 
indebted  to  the  North  of  Scotland  Canadian  Mortgage  Company,  Limited, 
through  their  Secretary,  William  Smith,  Esq.,  of  Aberdeen ;  E.  B.  Osier, 
Esq.,  Joint  General  Manager  for  Canada,  and  S.  B.  Sykes,  Esq.,  Secretary 
at  Toronto,  for  information  as  to  their  method  of  conducting  their  loaning 
business,  which  is  also  to  a  large  extent  adopted  not  only  in  Ontario,  but 
pretty  generally  in  other  parts  of  the  Dominion.  The  Company  has  valuators 
or  appraisers  (they  are  not  allowed  to  call  themselves  agents)  throughout 
Ontario,  who  are  furnished  with  application  and  valuation  forms,  and 
advertising  matter,  setting  forth  the  mode  of  doing  business,  rates  of 
interest,  etc. 

The  basis  of  lending  of  the  best  companies  is  50  per  cent  of  the  actual 
cash  value  of  the  properties,  which  are  limited  to  good  improved  farms, 
brick  or  stone  residences  and  high -class  business  properties,  in  cities, 
towns,  or  large  villages ;  as  also  churches  (when  accompanied  by  the  personal 
bond  of  a  satisfactory  number  of  trustees)  but  excluding  saw-mills,  hotels, 
tanneries,  and  anything  in  the  nature  of  factories.  In  exceptional  cases 
slightly  more  than  50  per  cent  of  value  may  be  advanced,  but  only  when 
everything  else  is  satisfactory. 

The  applicant  is  required  to  submit  an  application,  over  his  signature, 
for  the  amount  of  loan  desired.  This  is  sent  in  by  the  local  appraiser  or 
valuator,  accompanied  by  his  report  on  the  property.  The  report  is  an  ex- 
haustive one,  and  bears  on  the  present  and  prospective  value  of  the  security, 
on  its  assessed  value  for  municipal  purposes,  on  the  financial  position  of  the 
borrower,  and  on  his  general  character.  The  application  comes  before  the 
advisory  board,  who,  trained  by  experience  to  sift  the  same,  and  having  a 
wide  knowledge  of  values,  decide  at  once  whether  the  loan  is  acceptable  or 
not.  If  acceptable  as  to  value,  rate  of  interest,  time  and  terms  of  repay- 
ment, the  mortgage  as  prepared  by  the  Company's  solicitors,  is  sent  for 
execution,  and  is  registered  against  the  property  as  a  guarantee  of  expense. 
While  the  solicitors  are  searching  the  title,  an  inspector  from  the  Com- 
pany's head  office  at  Toronto  visits  the  property  and  reports  his  findings  to 
the  Board.  His  report  is  also  exhaustive,  and  if  favourably  considered  by 
the  Advisory  Board,  and  if  the  title  is  found  to  be  good,  the  money  is 
advanced  in  due  course.  The  amount  of  the  expense  in  making  the  loan 
is  retained,  the  borrower  having  to  pay  aU  such  expenses. 

The  sohcitors'  costs  with  disbursements  run  from  1^  to  2  per  cent  on  a 
loan  of  about  $500,  and  f  to  1  per  cent  on  a  loan,  say  $8000  to  $10,000. 
Beyond  that  amount  the  costs  are  proportionally  less.  The  cost  of  inspection 
of  the  property  is  borne  by  the  borrower,  or  by  the  Company,  as  may  be 
arranged  between  them,  but  the  inspector  is  a  regular  salaried  officer  of  the 
Company,  and  the  system  of  pre-inspection  has  been  found  to  be  the  only 
safe  method  of  conducting  a  lending  business. 

The  mortgage,  the  form  of  which  is,  from  time  to  time,  most  carefully 
prepared  by  the  Company's  solicitors,  and  revised  by  the  Company's  counsel, 
is  drawn  payable  in  gold  of  lawful  money  of  Canada,  and  provides  for  pay- 
ment of  interest  on  the  principal  and  on  all  overdue  payments  of  interest, 
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and  taxes,  and  performance  of  statute  labour.  It  also  provides  for  insur- 
ance on  buildings  for  a  sufficient  amount  in  an  insurance  company  satis- 
factory to  the  lending  company.  Attached  to  the  insurance  policy  must  be 
what  is  called  a  "  mortgagee  "  or  "  subrogation  "  clause,  under  which  loss  (if 
any)  is  payable  unconditionally  to  the  lending  company.  In  case  of  dispute 
as  to  the  amount  of  loss,  should  a  fire  occur,  or  in  case  the  insui'ance  com- 
pany suspect  fraud  or  arson,  the  insurance  company  can  pay  off  the  lending 
company's  claim  in  full,  and  demand  to  be  subrogated  to  all  the  rights  of 
the  lender,  and  then  contest  the  fire  loss  with  the  assured.  This  is  a  feature 
of  great  value  to  the  lending  company,  and  of  course  the  borrower  has  to 
pay  all  insurance  premiums. 

The  mortgage  contains  a  bar  of  dower  by  the  mortgager's  wife  (if  any) 
and  further  contains  the  personal  covenant  of  the  borrower. 

The  "  Torrens  "  system  of  titles  has  been  introduced  in  the  Province  of 
Ontario,  but  has  made  very  little  headway,  and  very  few  titles  are  found  to 
be  under  it.  "When  a  Torrens  title  arises,  a  special  form  of  mortgage  or 
charge  under  the  Land  Titles  Act  is  used ;  but  the  proceedings  in  case  of 
default  are  practically  the  same,  and  the  lending  company  is  entitled  to 
the  like  rights  and  remedies.  In  Manitoba  and  the  North- West  Territories 
the  Torrens  system  is  applicable  to  almost  all  lands. 

The  Torrens  or  Australian  system  of  land  transfer  requires  the  forma- 
tion of  land-title  districts  throughout  the  province  adopting  it,  over  each 
of  which  a  district  registrar  is  appointed.  All  land  may  be  made  subject 
to  the  system  by  application  made  in  form  prescribed,  and  a  certificate  of 
title  is  given  to  the  applicant  on  satisfactory  proof  of  title  being  given. 
Such  certificate,  so  long  as  it  is  uncancelled,  is  conclusive  evidence  at  law  and 
in  equity  that  the  person  named  therein  is  entitled  to  the  land  described  for 
the  estate  or  interest  therein  specified.  When  certificate  of  title  issues 
subject  to  a  mortgage  or  other  incumbrance,  it  is  deposited  with  and  re- 
tained by  the  registrar  on  behalf  of  all  persons  concerned,  who  grants  the 
owner  a  certificate  of  title,  and  the  mortgagee  a  certificate  of  charge,  and 
before  dealings  with  the  land  or  incumbrance,  such  certified  copies  or 
certificate  of  charge  must  be  delivered  up  to  be  cancelled. 

Samuel  Giles. 

IVIortlTia.i  n . — Mortmain  (from  mort,  Fr.,  dead,  and  main,  hand),  such 
a  state  of  possession  of  land  as  makes  it  inalienable,  whence  it  is  said  to  be 
in  a  dead  hand — in  a  hand  that  cannot  shift  away  the  property.  The 
foundation  of  all  the  statutes  of  mortmain  was  Magna  Charta.  By  c.  36 
it  is  declared,  "  that  it  shaU  not  be  lawful  for  any  to  give  his  lands  to  any 
religious  house,  and  to  take  the  same  land  again  to  hold  of  the  same  house, 
etc.,  upon  pain  that  the  gift  shall  be  void  and  the  land  shall  accrue  to  the 
lord  of  the  fee."  But  ecclesiastical  persons  found  means  to  creep  out  of 
the  statute  by  purchasing  lands  holden  of  themselves,  or  by  making  leases 
for  a  long  term  of  years,  etc.,  wherefore  by  statute  7  Edw.  I.,  commonly 
called  the  statute  of  mortmain,  or  de  religosis,  no  persons,  religious  or 
others  whatsoever,  shall  buy  or  sell  any  lands  or  tenements,  or  under  the 
colour  of  any  gift,  or  lease,  or  by  reason  of  any  other  title,  receive  the  same, 
or  by  any  other  craft  shall  appropriate  lands  in  any  wise  to  come  into 
mortmain,  on  pain  of  forfeiture;  and  within  a  year  after  the  alienation 
the  lord  of  the  fee  may  enter ;  and  if  he  do  not  then  the  next  immediate 
lord,  from  time  to  time,  may  enter  in  half  a  year ;  and  for  default  of  all 
the  lords  entering  the  King  shall  have  the  lands  so  alienated  for  ever,  and 
may  enfeoff  others  by  certain  services,  etc. 
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As  this  statute  extended  only  to  gifts,  alienations,  etc.,  made  between 
ecclesiastics  and  others,  they  found  out  an  evasion  of  this  statute  also ;  for 
pretending  a  title  to  the  land  which  they  meant  to  gain,  they  brought  a 
feigned  action  against  the  tenant  of  the  land,  and  he,  by  consent  and 
collusion,  was  to  make  default,  and  thereupon  they  recovered  the  land,  and 
entered  by  judgment  of  law;  so  that  the  statute  Westminster  II.  (13 
Edward  I.  c.  32)  was  thought  necessary ;  by  which  it  is  enacted  that  a  jury 
shaU  try  the  true  right  of  the  demandants  or  plaintiff  to  the  land,  and  if 
the  religious  house  or  corporation  be  found  to  have  it,  they  shall  stiU 
recover  seisin,  otherwise  it  shall  be  forfeited  to  the  immediate  lord  of  the 
fee,  or  else  to  the  next  lord,  and  finally  to  the  King,  upon  the  immediate 
or  other  lord's  default. 

Yet  still  it  was  found  difficult  to  set  bounds  to  ecclesiastical  ingenuity, 
for  when  they  were  driven  out  of  their  former  holds  they  devised  a  new 
method  of  conveyance,  by  which  the  lands  were  granted  not  to  themselves 
directly,  but  to  nominal  feoffees  to  the  use  of  the  religious  houses,  thus 
distinguishing  between  the  possession  and  the  use,  and  receiving  the  actual 
profits,  while  the  seising  of  the  lands  remained  in  the  nominal  feoffee,  who 
was  held  by  the  Courts  of  Equity  (then  under  the  direction  of  the  clergy) 
to  be  bound  in  conscience  to  account  to  his  cestuy  que  use  for  the  rents  and 
emoluments  of  the  estate.  And  it  is  to  these  inventions  that  our  practisers 
are  indebted  for  the  introduction  of  uses  and  trusts,  the  foundation  of 
modern  conveyancing. 

During  all  this  time,  however,  it  was  in  the  power  of  the  Crown,  by 
granting  a  license  of  mortmain,  to  remit  the  forfeiture,  so  far  as  related  to 
its  own  rights,  and  to  enable  any  spiritual  or  other  corporation  to  purchase 
and  hold  any  lands  or  tenements  in  perpetuity,  which  prerogative  is  declared 
and  confirmed  by  the  statute  18  Edw.  III.  A,  3,  c.  3.  Such  licence  is 
still  necessary,  except  in  the  very  numerous  cases  where,  as  by  the  Com- 
panies Act  1862,  sec.  18,  the  necessity  is  dispensed  with  by  the  statute  or 
charter  constituting  the  corporation. 

The  statute  9  Geo.  II.  c.  36,  provided  that  no  land,  or  money  to  be  laid 
out  in  land,  should  be  given  for  any  charitable  use  by  will  in  any  manner 
or  in  the  lifetime  of  the  donor,  except  by  deed  executed  in  the  presence  of 
two  witnesses  twelve  months  before  the  death  of  the  donor,  and  enrolled 
six  months  after  its  execution.  It  also  required  that  the  deed  should  take 
effect  in  possession  immediately  from  the  making  thereof,  and  should  be 
without  power  of  revocation,  or  any  reservation,  trust,  or  condition  for  the 
benefit  of  the  grantor.  This  Act  as  amended  is  repealed  and  re-enacted  by 
the  Mortmain  and  Charitable  Uses  Act  1888  (51  &  52  Vict.  c.  42),  but 
that  Act  has  been  extensively  amended  by  the  Mortmain  and  Charitable 
Uses  Act  1891  (54  &  55  Vict.  c.  73).  J.  E.  K.  Stephens. 

IVI/S. — Contraction  for  "months  after  sight." 

MS. — Contraction  for  manuscript. 

MSS. — Contraction  for  manuscripts. 

lYIuItipIepoinding'  is  an  action  in  the  Scotch  Courts  analogous 
to  the  interpleader  action  in  English  law.  It  is  used  where  the  holder  of 
property  of  any  kind  is,  owing  to  there  being  more  than  one  claimant, 
unable  to  ascertain  who  is  the  proper  person  to  whom  he  should  deliver 
it  or  account  for  it.     The  typical  case  is  where  two  or  more  creditors  have 
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each  attached  funds  or  property  due  to  their  debtor  by  some  third  party. 
In  such  circumstances  the  third  party  raises  an  action  of  multiplepoinding, 
calling,  as  parties  to  the  action,  the  person  to  whom,  but  for  the  attach- 
ments, he  would  have  accounted,  and  also  the  persons  who  have  attached 
the  property.  He  then  consigns  the  fund  in  Court  and  retires  from  the 
action,  leaving  the  claimants  and  their  debtor  to  settle  their  respective 
righta 

Multiplying*  Writings.— The  statistics  of  the  Post  Office 
show  the  enormous  amount  of  writing,  printing,  and  reproductions  of  both 
which,  with  ever  increasing  volume,  go  on,  not  only  in  this  country,  but 
all  over  the  world.  The  Postmaster-General's  report  gives  postal  packets 
as  4,143,900,000.  The  development  of  trade  has  brought  in  its  wake  a 
complex  business  machinery  which  entails  prompt  handling  of  the  affairs 
of  business.  The  question  of  endeavouring  to  create  an  increase  of 
business  by  means  of  circulars  and  notices  relating  to  matters  of  trade  and 
commerce  brings  the  question  of  writing  and  the  reproduction  of  it  in 
an  efficient  way  prominently  up,  and  is  not  the  least  important  of  the 
considerations  facing  the  business  and  the  professional  man.  Scarcely 
any  business  man  is  outside  the  necessity  of  requiring  copies  of  writing  for 
a  great  variety  of  needs,  such  as  keeping  a  record  of  his  writing  for  his 
own  use,  or  that  of  his  staff,  clients,  customers,  agents  or  representatives. 
The  development  of  limited  liability  companies  has  vastly  increased  the 
multifarious  demands  on  writing  and  copies  of  writing  for  officials, 
directors,  shareholders  and  others. 

Multiplying  hy  Handwriting. — The  old  method  of  making  copies  by 
simply  rewriting  is  outside  the  scope  of  this  article.  It  is  too  slow  and 
expensive  to  meet  the  modern  demand,  and  even  the  most  conservative 
look  to  quicker  and  cheaper  methods.  What  are  known  as  "  buff"  copies 
are  now  seldom  used,  being  almost  superseded  by  using  the  typewriter. 

Copying  by  Letter-Press. — The  method  of  making  copies  by  using  a 
letter-press  is  well  known.  This  system  is  necessarily  limited  to  making 
one  or  two  copies.  By  using  Japanese  or  other  suitable  paper  and  ink  of 
sufficient  strength,  however,  several  readable  copies  can  be  made.  There 
is  always  the  advantage  that  the  copy  is  an  exact  one,  and  is  not  only  a 
good  record  but  good  evidence  of  a  communication  being  written.  The 
proving  of  it  being  sent  is  another  matter  which  can  be  done  by  other 
means,  such  as  registering  a  letter  through  the  Post  Office. 

Carhon  Copies  hy  Hand. — A  well-known  means  of  making  a  few  copies 
which  is  handy  and  greatly  used  in  connection  with  telegraphic  news, 
especially  for  press  work,  is  by  interleaving  several  sheets  with  carbon 
paper.  What  is  written  on  the  top  page  is  reproduced  on  the  lower  sheets 
by  the  mere  pressure  used  in  writing.  Many  business  houses  make  copies 
of  telegrams,  invoices,  copies  of  orders  and  other  documents  in  this  way. 
This  method,  though  limited  in  application,  is  quick,  handy,  and  fairly 
effective. 

Multiplying  hy  "  Graph." — By  the  use  of  "  graphs  "  a  number  of  copies 
of  writings  up  to  fifty  or  sixty  can  be  made.  A  suitable  ink  is  used  to 
write  on  paper.  A  hectograph  ribbon  is  used  for  reproducing  typewriting. 
This  writing  is  transferred  by  pressure  with  the  hand  to  a  gelatinous  slab 
from  which  copies  can  be  retransferred  by  placing  blank  sheets  of  paper 
over  the  writing  and  rubbing  the  sheets  with  the  hand.  This  method  is 
quick,  cheap,  and  fairly  satisfactory.  A  good  deal  in  this,  as  in  other 
means  of  multiplying  writings,  depends  on  the  materials  used.     The  ink 
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should  be  of  the  best,  the  paper  of  a  suitable  nature,  and  the  "  jelly  "  in 
proper  condition.  The  jelly  requires  renewal  at  intervals,  as  when  it  is 
too  hard  distinct  copies  cannot  be  obtained.  The  number  of  copies  of 
a  single  writing  which  can  be  obtained  by  the  graph  process  is  limited. 
This  method  is  not  growing  in  popularity. 

Ingredients  of  the  composition  used  for  "  graphs  "  vary,  and  a  difference 
is  sometimes  made  according  to  the  exigencies  of  climate  or  season  of  the 
year,  both  in  this  and  in  the  composition  of  inking-rollers. 

The  composition  is  usually  made  of  glue,  syrup,  glycerine,  in  the 
proportion  of  4  lb.  glue  to  1  gallon  of  syrup  and  |  pint  of  glycerine. 
The  glue  should  be  soaked  for  about  two  and  a  half  hours.  Boil  the 
syrup  about  three-quarters  of  an  hour.  Skim  it  thoroughly  and  put  in 
the  glue.  Boil  the  whole  for  fifteen  or  twenty  minutes.  Add  the 
glycerine,  and  after  about  five  minutes'  boiling  and  stirring  pour 
off.  The  composition  may  be  cut  into  small  bits  from  time  to  time  as 
renewal  is  required,  and  remelted  each  time,  adding  a  little  syrup. 

Another  recipe  is  8|  lb.  best  glue,  2  gallons  best  extra  syrup,  1  pint 
glycerine,  2  oz.  Venice  turpentine.  Steep  the  glue  in  rain  water  until 
pliant.  Melt  over  a  fair  fire  for  fifteen  or  twenty- five  minutes,  but  do  not 
cook  it.  Put  in  syrup  and  boil  for  about  three-quarters  of  an  hour,  stirring 
occasionally.  Eemove  any  impurities  that  may  arise  upon  the  top  of  the 
composition.  Add  the  glycerine  and  turpentine  a  few  minutes  before 
taking  the  boiler  from  the  fire,  and  pour  off  slowly.  If  glycerine  and 
turpentine  'are  omitted,  reduce  the  quantity  of  syrup  1  pint.  The  amount 
of  glue  is  slightly  reduced  in  cold  and  increased  in  warm  weather. 

It  is  very  generally  recognised,  however,  that  it  does  not  pay  individual 
users  to  trouble  making  composition.  This  can  be  purchased  from 
stationers  at  prices  varying  from  lOd.  to  Is.  6d.  per  lb.  It  will  usually 
be  found  better  and  cheaper  for  the  user  in  the  end  to  buy  good 
composition  from  a  respectable  stationer  than  experiment,  often  with 
results  the  reverse  of  satisfactory. 

Multiplying  hy  Lithography. — Lithography  is  one  of  the  most  useful 
methods  of  multiplying  writings.  While  the  more  technical  part  of  placing 
the  work  on  the  stone,  or  zinc,  needs  no  description  here,  it  need  only 
be  stated  that  special  ink  must  be  used  whether  in  ordinary  writing  or 
from  typewriting.  The  best  results  are  obtained  when  the  most  suitable 
materials  are  used,  and  in  this  connection  litho-transfer  paper  of  a  special 
kind  can  be  obtained,  which  will  give  better  results  than  ordinary  paper. 
The  lithographic  process  is  specially  useful  when  a  facsimile  of  the  actual 
writing  is  desired ;  any  number  of  copies  can  be  obtained  at  a  cost  nearly 
the  same  as  printing. 

Photo-Lithography. — Photo-lithography  is  a  well-known  method  of 
reproducing  in  any  size  from  the  stone  printing,  plans,  writings,  etc. 
A  photo  negative  of  the  size  wanted  is  taken  from  the  writing  to  be 
reproduced,  and  is  exposed  to  light  over  a  thin  film  of  bichromatised  gelatine 
on  paper.  The  paper,  after  treatment,  is  stretched  on  a  sheet  of  glass 
and  inked,  and  the  ink  can  be  transferred  to  stone  in  the  ordinary  way. 
This  method,  however,  has  the  disadvantage  of  being  dearer  than  the 
other  methods  described.  The  process  known  as  the  "  Collotype  "  method, 
while  still  dearer  than  photo-lithography,  is  a  good  method  for  reproducing 
ancient  documents  where  the  ink  is  faded. 

Duplicating  Machines. — One  of  the  most  effective  processes  of  multi- 
plying writings,  either  hand  or  typewriting,  is  that  known  as  the  mimeo- 
graph or  duplicator.     The  method  is  cheap,  speedy,  and  effective,  and  is 


172  MULTIPLYING  WEITINGS 

very  rapidly  growing  in  favour  with  those  %vho  require  multiplied  copies 
of  writing  or  typewriting.  No  complicated  method  is  required;  several 
hundreds  of  good  copies  can  be  obtained,  from  one  writing,  quickly  and 
cheaply.  The  apparatus  is  supplied  in  a  box  which  contains  a  slate,  a 
wooden  frame  hinged  to  baseboard,  a  bottle  of  varnish,  brush,  ink,  benzine, 
a  composition  roller,  a  box  of  stencils,  oil  sheets,  and  a  sheet  of  silk  guaze, 
and,  in  the  case  of  handwriting,  a  steel  writing-plate.  To  reproduce 
writing,  the  method  employed  is  as  foUows : — I^ay  a  sheet  of  prepared  paper 
over  the  steel  WTiting-plate,  and  write  carefully  with  a  round,  pointed 
steel  stylus  or  a  very  hard  pencil.  This  stylus  cuts  the  stencil  sufficiently 
to  allow  ink  to  pass  through  on  to  the  paper  when  it  is  applied  by  means 
of  a  roller  passed  over  the  stencil  which  is  stretched  in  a  frame.  Very 
good  work  can  be  done  by  this  means.  Care  should  be  taken  to  see  that 
the  stencil  is  stretched  tightly  in  the  printing  frame,  and  that  too  much 
ink  is  not  apphed. 

Typeuoriters. — In  any  question  of  writing  or  reproduction  thereof, 
mention  must  be  made  of  typewriter  machines  because  of  their  great  use  in 
writing  and  making  copies  in  connection  therewith.  One  need  hardly 
now  say  that  any  definition  of  writing  includes  typewriting. 

Although  it  is  only  within  recent  years  that  the  typewriter  has  become 
so  popular,  the  idea  of  a  machine  for  writing  is  comparatively  old.  The 
earliest  mention  of  any  such  machine  is  that  Henry  Mill  patented  a 
machine  for  writing  by  type  in  1714.  He  never  succeeded  in  making  the 
invention  practical.  After  MiU's  attempt  the  idea  seems  to  have  occurred 
again  and  again  to  different  minds  at  different  periods,  in  various  countries. 
A  Frenchman  invented  something  like  a  typewriter  for  the  purpose  of 
printing  raised  letters  for  the  use  of  the  blind  in  1829.  A  patent  was 
granted  in  Washington,  United  States,  to  Mr.  W.  A.  Burt  of  the  State 
of  Michigan  for  a  writing-machine,  which  he  designated  the  "  typographer." 
In  1833  a  Frenchman  named  Progrin  took  out  a  French  patent  for  a 
"  Ktypographic  machine  or  pen."  In  this  machine  the  mechanism  moved 
over  a  fixed  surface  of  paper,  and  judging  from  the  illustrations,  the 
inventor  of  this  machine  first  hit  on  a  principle  which  has  been  used  in 
nearly  all  modern  typewriting  machines,  i.e.,  the  typebars  in  his  machine 
form  a  kind  of  basket,  and  are  operated  by  levers  corresponding  to  the 
present  keyboard.  In  1841  a  blind  Frenchman  patented  a  somewhat 
similar  machine  which  is  said  to  have  been  used  in  several  institutions 
for  the  blind  in  Europe.  In  1843  Mr.  Charles  Thurber  of  Massachusetts 
patented  a  writing-machine,  the  original  of  which  has  been  found.  The 
letters  of  this  machine  on  the  keyboard  were  in  relief,  so  as  to  make  it 
easy  for  blind  people  to  use  the  machine.  This  machine  was  very  slow 
and  cumbrous.  Although  a  number  of  other  attempts  to  produce  a 
practical  writing-machine  are  on  record,  these  machines  were  defective  in 
theory  and  practice.  It  was  not  until  1867  that  Messrs.  Sholes  and  Soul^, 
who  were  at  work  on  different  machines,  including  one  for  numbering  the 
pages  of  blank  books,  had  their  attention  directed  by  a  newspaper  article 
to  a  writing-machine  invented  by  an  American  named  Pratt.  Mr.  Sholes 
had  the  idea  suggested  to  him  whether  it  would  not  be  possible  to  adapt 
his  numbering  machine  into  a  typewriter.  Mr.  Latham  Sholes,  to  whom 
is  due  the  most  of  the  credit  for  the  invention  of  the  first  real  practical 
typewriter,  set  to  work,  and  in  a  year's  time  had  made  sufficient  progress 
to  put  together  the  typewriter  which,  after  incorporating  the  results  of 
numerous  experiments  and  many  suggestions,  was  considered  good  enough 
to  market.      It  was  manufactured  by  the   Messrs.  Eemington,  and  ever 
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since,  though  in  a  much  improved  form,  it  has  been  known  by  the  name 
of  its  original  makers. 

"When  a  limited  number  of  copies  is  required,  the  use  of  carbon  papers 
can  be  safely  recommended.  This  is  usually  termed  manifolding.  With  a 
powerful  machine,  suitable  paper,  and  good  carbon  over  a  dozen  legible 
copies  can  be  made  at  one  writing,  the  number  depending  on  the  machine 
and  paper  used.  The  last  copies  will  be  fainter  than  the  first.  When  it  is 
desired  that  the  carbon  copies  should  be  of  a  permanent  nature  a  special 
chemical  carbon  can  be  obtained. 

The  process  is  exceedingly  simple.  A  suitable  carbon  sheet  is  inter- 
leaved between  the  sheets  of  writing-paper,  and  the  whole  placed  in  the 
typewriter  in  the  usual  way.  The  keys  should  be  struck  with  a  firm,  even 
stroke,  more  force  being  used  than  when  writing  one  copy  only.  Some 
typewriters  have  soft  cylinders  which  are  not  suitable  for  making  copies, 
A  hard  cylinder  should  be  used.  A  thin  linen  paper  is  best  for  use  in 
carbon  copies.     By  using  typewriter  carbon  the  best  work  can  be  got. 

The  making  of  typewritten  carbon  copies  of  writing  has  now  almost 
superseded  the  old-fashioned  method  of  making  "  buff"  copies.  Manifold- 
ing is  in  extensive  use  in  the  legal  profession  for  making  copies  of  all  kinds, 
including  precognitions,  copies  of  correspondence,  etc.  Very  little  extra 
time  is  taken  up  in  placing  the  carbons  between  the  writing-sheets.  It 
pays,  however,  to  take  care  in  writing,  as  time  is  lost  in  making  corrections. 
Many  firms  now  make  one  or  more  carbon  copies  of  each  letter  instead  of 
press  copies.  These  copies  are  filed,  either  with  the  letter  which  is  replied 
to,  or  singly.  A  copy  is  also  often  sent  to  an  agent,  traveller,  or  corre- 
spondent, so  that  exact  knowledge  may  be  had  of  the  nature  of  communica- 
tions passing  between  correspondents. 

The  great  saving  of  time  of  getting  copies  by  this  means,  the  increasing 
use  of  filing  systems,  and  the  obvious  advantage  in  being  able  at  short 
notice  to  group  a  correspondence  without  going  through  a  series  of  letter 
books,  will  probably  commend  itself  more  and  more  to  the  business  world. 
In  addition,  the  ofl&ce  letter  books  need  not  be  interfered  with.  If  further 
copies  of  correspondence  be  desired  by  dividing  the  work,  these  can  be 
rapidly  got. 

While  extremely  good  work  can  be  done  in  the  way  of  reproducing 
handwriting  by  means  of  duplicating  apparatus,  it  is  with  the  typewriter, 
by  reason  of  the  greater  legibility,  general  uniformity,  and  compactness 
that  the  most  efficient  work  can  be  turned  out. 

The  stencil  paper  used  is  of  a  different  kind,  and,  in  addition,  a  silk  per- 
forating sheet  should  be  used.  In  preparing  the  sheets  to  place  in  the 
typewriter,  lay  down  first  the  fibre  sheet ;  on  this  lay  the  stencil,  proper 
side  downwards ;  on  this  the  silk  sheet,  and  lastly  a  backing  sheet.  Fold 
the  overlapping  edges  of  the  fibre  and  stencil  sheets  over  the  silk  backing, 
and  insert  all  four  into  the  typewriter.  With  typewriters  having  ribbons, 
these  should  be  displaced,  or  removed,  so  that  the  type  strike  directly  on 
the  stencil  and  not  through  the  ribbon.  The  types  should  be  cleaned.  No 
undue  pressure  on  the  stencil  should  be  used,  either  before  it  is  placed  in 
the  machine  or  when  it  is  there,  as  the  sheets  are  easily  cracked.  The 
writing  with  a  machine  is  done  in  the  usual  way,  except  that  a  little  more 
force  is  used  to  strike  the  keys,  so  that  a  firm,  even  stroke  may  be  got. 
When  the  writing  has  been  finished,  remove  the  sheets  from  the  typewriter, 
taking  off  the  fibre  sheet  from  the  stencil  and  removing  the  silk  and  back- 
ing. Great  care  should  be  used  in  handling  the  stencil  at  all  times.  If 
any  cracks  appear,  apply  some  quick-drying  varnish  to  them,  taking  care 
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to  avoid  varnishing  over  any  of  the  writing.  Then  place  the  stencil  in 
the  printing-frame,  see  that  it  is  tightly  stretched,  put  a  small  quantity  of 
ink  on  the  slate,  over  which  observe  it  is  well  spread  by  passing  the  roller 
several  times.  In  very  cold  weather  it  may  be  necessary  to  warm  the  slate. 
Place  a  sheet  of  blotting-paper  on  the  baseboard  ;  put  the  frame  down,  and 
press  the  inked  roller  over  the  stencil.  At  first  not  sufficient  ink  may 
come  through,  and  the  writing  may  be  irregular  in  appearance.  This  will 
be  remedied  by  passing  the  inked  roller  over  the  stencil  several  times  in 
the  one  direction.  If  too  much  ink  appears,  let  some  of  it  be  taken  off  by 
taking  off  several  copies  on  odd  paper  before  taking  copies  which  are  to  be 
used.  The  blank  sheets  may  then  be  put  in  position  for  receiving  the 
writing.  It  is  of  advantage  to  mark  the  position,  on  the  blotting-paper'on 
the  board  in  which  to  lay  the  blank  paper.  A  few  hints  are  of  considerable 
service  in  this  work,  although  a  practical  trial  is  everything  in  this  as  in 
other  kinds  of  reproductive  work : — 

(1)  The  stencil  should  always  be  carefully  handled. 

(2)  It  should  be  stretched  tightly  in  the  frame. 

(3)  All  cracks  should  be  varnished  over. 

(4)  If  any  spots  appear  on  the  paper,  they  can  be  stopped  by  putting 
stamp  edging  over  the  place,  underneath. 

As  the  copies  are  rolled  off,  they  should  be  separately  placed  in  a  book 
composed  of  sheets  of  tissue  paper.  If  the  book  be  placed  in  the  letter- 
press the  surface  ink  is  taken  off,  and  the  copies  can  be  handled  almost  at 
once  without  fear  of  smudging. 

The  paper  used  for  taking  copies  should,  if  possible,  be  soft  and  not 
calendar-surfaced.  The  ink  on  soft  paper  is  easily  absorbed,  whereas  on 
hard  paper  it  takes  time  to  dry  and  is  apt  to  smear.  Cards  used  for  this 
work  should  be  of  an  unglazed  kind,  as  they  have  a  good  deal  of  handling 
through  the  post  and  otherwise. 

Avoid  placing  the  stencil  too  near  the  fire.  Do  not  expose  it  to  great 
heat  as  the  wax  surface  is  easily  influenced.  The  same  precaution  should 
be  observed  with  the  ink  roller,  which  should  also  not  be  allowed  to  remain 
resting  on  its  own  weight,  as  it  is  easily  made  flat-sided.  The  type  of  a 
machine  should  always  be  cleaned  before  cutting  a  stencil. 

Several  different  kinds  of  duplicators  are  now  on  the  market,  differing 
in  construction  and  in  some  details  in  the  working.  In  some  a  cloth  is 
used.  A  variation  in  the  make  of  duplicating  machines  is  now  being  sold 
of  a  type  known  as  circular  or  rotary  machines,  which  the  makers  claim 
can  do  a  large  number  of  copies  quicker  than  the  flat  duplicators. 

No  circular  which  is  reproduced  from  or  produced  after  the  fashion  or 
in  imitation  of  a  typewritten  document,  may  be  sent  as  a  book  packet 
unless — 

(a)  Such  circular  is  posted  by  being  handed  in  at  a  head  or  branch 
post  office ; 

(&)  Special  attention  is  called  to  its  nature ;  and 

(c)  At  least  20  copies  of  such  circular  are  posted  at  the  same  time. 

James  Leishman. 

Municipal  Accounting  and  Book-keeping'.— Prior 

to  the  beginning  of  the  nineteenth  century  the  scope  of  municipal  govern- 
ment was  very  narrow,  and  in  fact  its  operations  did  not  extend  much 
beyond  what  was  necessary  to  maintain  the  civil  power  of  the  town.  Its 
financial  administration  was  confined,  except  in  the  case  of  a  few  of  the 
larger  cities,  to  what  in  England  is  known  as  the  "  Borough  Fund,"  and  in 
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Scotland  as  the  "  Common  Good."  Eeal  municipal  activity,  as  we  know  it 
now,  began  in  the  first  half  of  the  nineteenth  century,  when  powers  for 
watching,  lighting,  cleansing,  draining,  and  the  levying  of  Assessments 
therefor  were  first  given  to  Burghs  generally.  These  powers  were  adminis- 
tered for  many  years  by  a  statutory  body  designated  Police  Commissioners^ 
the  administration  being  afterwards  transferred  to  the  Town  Councils. 
Since  then  their  field  of  operations  has  increased  enormously.  An  almost 
continuous  stream  of  legislation  has  given  them  wider  and  more  varied 
powers,  so  that  the  police  administration,  in  addition  to  watching,  lighting, 
cleansing,  and  drainage,  now  includes  the  construction  and  maintenance  of 
roads  and  streets,  the  provision  of  public  parks,  public  baths,  wash-houses, 
public  libraries,  fire  brigades,  and  numerous  other  services  in  connection 
with  sanitation  and  the  care  of  the  public  health.  For  all  these  purposes 
the  Local  Authority  has  power  to  levy,  and  does  levy,  assessments. 

These  enlarged  and  extended  powers,  put  into  operation  for  the  benefit 
of  an  ever-increasing  urban  population,  have  entirely  transformed  within 
recent  years  the  work  of  Local  Authorities,  and  as  the  work  has  increased  in 
variety  and  magnitude,  the  corresponding  financial  operations  have  assumed 
an  importance  which  necessarily  calls  for  careful  and  accurate  accounting 
and  book-keeping.  This  great  advance  in  the  volume  of  municipal  work 
has  not  been  confined  to  what  may  be  called  general  pohce  purposes.  There 
is  another  channel  into  which  municipal  activity  has,  with  the  consent  of 
the  Legislature,  recently  entered  with  great  zest,  namely,  that  of  carrying 
on  extensive  commercial  or  trading  undertakings.  In  this  category  are 
included  gas-works,  electric-light  works,  and  tramways.  Water,  though  not 
exactly  of  the  same  trading  nature,  may  also  be  included.  The  administra- 
tion of  these  services  by  the  municipahty  has  increased  to  such  an  extent 
that  the  financial  aspects  of  this  enterprise  have  been  keenly  criticised,  and 
considerable  discussion  has  arisen  as  to  the  soundness  of  the  pubhshed 
financial  results.  The  policy  of  municipal  trading,  as  well  as  the  extent  to 
which  it  should  be  carried  on,  has  been  called  in  question.  A  Joint  Select 
Committee  of  the  House  of  Lords  and  House  of  Commons  appointed  to 
inquire  into  the  subject  took  evidence  at  great  length  in  the  year  1900, 
and  was  reappointed  to  take  further  evidence  in  the  year  1903.  In  the 
latter  year  they  issued  an  interim  report  dealing  with  the  subject  so  far  as 
it  relates  to  accounting  and  auditing.  In  the  course  of  their  report  they 
state  : — 

Paragraph  6. — The  first  branch  of  the  subject  with  which  the  Committee 
decided  to  deal  was  that  of  Municipal  Accounts,  with  regard  both  to  the  form  ia 
which  they  are  prepared,  the  systems  under  which  they  are  audited,  and  the  right 
of  access  to  them  possessed  by  the  ratepayers.  The  evidence  taken  has  been 
mainly  directed  to  these  questions. 

Paragraph  7. — Whatever  view  may  be  taken  of  the  proper  limits,  if  any,  which 
can  be  set  to  municipal  trading,  it  is  clearljr  important  that  wherever  it  exists 
ratepayers  should  be  not  less  fully  and  continuously  informed  of  the  success  or 
failure  of  each  undertaking  than  if  they  were  shareholders  in  an  ordinary  trading 
company. 

Paragraph  8. — In  a  large  number  of  cases  this  is  undoubtedly  done.  But 
there  is  in  some  instances  evidence  to  a  contrary  effect,  and,  in  view  of  the 
ever-increasing  number  and  magnitude  of  municipal  undertakings,  it  is  most 
desirable  that  a  high  and  uniform  standard  of  account-keeping  should  prevail 
throughout  the  country. 

The  consideration  of  the  subject  of  municipal  accounting  naturally  falls 
into  three  sections,  namely,  (§1)  Accounts  for  Municipal  Ordinary  Purposes, 
including  the  "  Common  Good "  and  the  Assessment  Accounts ;  (§  2) 
Municipal  Trading  Accounts ;  and  (§  3)  Miscellaneous  Accounts. 
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The  first  point  for  consideration  in  dealing  with  accounts  for  ordinary 
purposes  is,  What  is  the  best  form  in  which  these  may  be  stated  and 
published  ?  They  must  be  accurate,  they  should  be  clear,  and  they  should 
conform  to  at  least  a  liberal  interpretation  of  the  recognised  canons  of 
accounting  science.  They  should  also  be  full,  but  at  the  same  time  concise, 
and,  looking  to  their  publicity,  they  should  be  prepared  on  popular  lines 
— that  is  to  say,  they  should,  as  far  as  possible,  be  in  a  form  readily  under- 
stood by  the  general  public.  No  account  intended  for  public  digestion 
need  contain  the  two  technical  terms  "  By  "  and  "  To."  These  terms  do 
not  convey  any  information  to  the  lay  mind,  and  if  the  account  has  the 
proper  headings  they  are  quite  unnecessary. 

Common  Good  Account. — For  this  the  form  should  be  revenue  and 
expenditure,  shown  under  two  heads — ordinary  and  extraordinary — and  a 
Balance  Sheet,  although  this  is  not  quite  in  accordance  with  the  form  pre- 
scribed by  the  Secretary  for  Scotland,  referred  to  hereafter.  Most  royal 
burghs  and  some  parliamentary  burghs  possess  common  lands  and  other 
territory  conveyed  to  them  in  ancient  times  as  free  grants  from  the  Crown. 
They  also  possess  the  right  to  levy  customs  and  market  dues  and  to  hold 
burgh  courts.  From  these  and  other  sources  flow  the  revenues  of  the 
Common  Good,  which  have  in  many  cases  increased  largely  in  value,  and  are 
important  parts  of  the  burgh's  total  income.  The  ordinary  revenues  consist 
chiefly  of  rents,  feu-duties  or  ground  rents,  casualties,  customs,  market  dues 
and  tolls,  court  fines,  and  dues  charged  on  the  entry  of  burgesses.  In  the  form 
prescribed  by  the  Secretary  for  Scotland  casualties  are  classed  as  ordinary 
receipts.  This  is  correct  in  those  cases  where  a  considerable  number  of 
casualties  fall  due  each  year,  and-  the  amount  received  therefrom  is,  on  the 
average,  the  same  one  year  with  another.  In  other  circumstances  casualties 
may  not  improperly  be  classed  as  extraordinary  revenue.  The  Common 
Good  revenues,  after  meeting  the  cost  of  maintenance  and  repair  of 
Common  Good  properties  and  the  public  burdens  thereon,  are  applied  to 
the  cost  of  the  civil  administration  of  the  town,  and  otherwise  in  promoting 
the  common  good  of  the  inhabitants.  Under  the  head  of  ordinary  expendi- 
ture should  be  placed  a  proportion  of  the  general  expenses  of  [management, 
including  salaries  and  wages,  as  well  as  any  charge  for  interest  and  sinking 
fund  in  respect  of  debt.  The  balance  of  general  expenses  of  management 
is  chargeable  to  the  Assessment  and  other  Accounts.  Extraordinary 
expenditure  includes  the  cost  of  public  ceremonies  and  entertainments, 
any  expense  incurred  for  defending  the  rights  of  the  burgh  not  specifically 
chargeable  to  or  payable  out  of  other  funds,  and  other  items  of  an  incidental 
or  casual  nature. 

The  Borough  Fund  Account  in  England  includes  not  only  the  trans- 
actions, if  any,  similar  to  those  recorded  in  the  Scottish  Common  Good 
Account,  but  also  the  financial  operations  in  connection  with  watching, 
lighting,  cleansing,  and  the  other  primary  police  services  which  in  Scotland 
are  stated  in  the  Assessment  Accounts. 

Sums  of  money  for  charitable  purposes  are  often  bequeathed  to  Town 
Councils.  Separate  accounts  for  these  should  be  kept  and  published  in  a 
form  somewhat  similar  to  that  adopted  for  the  Common  Good. 

Assessment  Accounts. — The  expenditure  under  this  head  is  required  to 
provide  watching,  lighting,  cleansing,  and  the  other  services  previously 
referred  to,  and  so  far  as  it  is  not  met  by  annual  revenues  from  municipal 
properties,  by  government  grants,  and  from  other  sources,  it  is  provided 
out  of  assessments. 

The    forms    of   account  should    be   an   Ordinary   Eevenue   Account 
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{"Receipts  and  Payments"  is  the  form  prescribed  by  the  Secretary  for 
Scotland  in  the  Assessment  Accounts  also),  a  Capital  Account  or  Capital 
Expenditure  Account,  and  a  Balance  Sheet.  A  Sinking  Fund  Account 
may  be  added,  especially  if  the  contributions  to  Sinking  Fund  require  to 
be  accumulated ;  if  the  contributions  are  applied  direct  to  the  repayment 
of  debt  a  Sinking  Fund  Account  is  not  essential. 

With  regard  to  the  Kevenue  Accounts,  much  discussion  has  arisen  as  to 
whether  they  should  be  made  up  on  the  basis  of  receipts  and  payments 
only,  or  in  the  form  of  income  and  expenditure  ;  in  other  words,  whether 
they  should  simply  show  the  cash  transactions,  or  should  include  as  well 
the  revenue  accrued  but  not  received,  and  the  expenditure  incurred  but  not 
paid  at  the  close  of  the  year.  In  the  case  of  the  Balance  Sheet,  the 
question  as  to  what  should  be  included  as  assets  and  how  these  should  be 
valued  requires  to  be  dealt  with.  The  elucidation  of  these  two  points  has 
not  until  recently  received  much  assistance  from  such  legislative  enactments 
as  have  dealt  with  the  subject.  It  has  been  left  to  the  local  authorities  them- 
selves, or  to  their  financial  officers,  to  adopt  such  special  forms  of  account 
in  each  case  as  they  thought  the  circumstances  required,  and  a  liberal 
interpretation  of  the  existing  statutes  allowed. 

Various  Acts  have  been  passed  from  time  to  time  since  1822,  regulating 
the  mode  of  stating  municipal  accounts  without,  however,  prescribing  any 
specific  form. 

These  enactments  did  not  solve  the  questions  which  are  under  con- 
sideration, but  their  aims  could  scarcely  be  attained  without  making  up  the 
accounts  on  the  basis  of  showing  the  full  income  and  expenditure — both 
ordinary  and  incidental — and  including  a  Balance  Sheet  of  the  whole  assets 
and  liabilities. 

The  Town  Councils  (Scotland)  Act,  1900,  is  the  latest  addition  to  the 
legislation  on  the  subject.  In  the  matter  of  accounting  it  supersedes  all 
former  Acts  and  deals  very  fully  with  the  subject.  The  sections  are  as 
follows : — 

Section  91. — Accounts  of  all  property,  heritable  and  movable,  vested  in  the 
council,  showing  the  nature  of  such  property,  and  of  all  rates  or  assessments 
levied,  and  of  all  money  received  and  expended  by  or  on  account  of  the  council, 
shall  be  kept  in  books  by  the  treasurer. 

Section  92. — The  council  shall  yearly  cause  to  be  made  out  a  just  and  accurate 
account  of  all  the  moneys  received  and  expended  by  them  on  account  of  the 
common  good  and  revenue  of  the  burgh,  and  on  account  of  any  rates  or  assessments 
levied  or  collected,  or  money  realised,  received,  or  borrowed  by  them  under  the  Burgh 
Police  (Scotland)  Act,  1892,  or  any  other  Act  under  which  they  are  authorised  to 
levy  assessments  or  uplift  or  borrow  money,  for  the  year  ending  on  the  fifteenth 
day  of  May  immediately  preceding,  showing  from  what  sources  such  moneys  have 
been  received,  and  to  what  purposes  the  same  have  been  laid  out  and  applied. 

Section  93. — The  said  account  shall  be  so  made  out  as  to  exhibit  a  complete  State, 
showing  the  common  good  and  all  other  assets,  and  also  the  liabilities  of  the  burgh, 
and  the  action  taken  during  the  year  with  a  view  to  the  extinction  of  such 
liabilities  by  way  of  payment  of  instalments  or  annuities,  contributions  to  sinking 
fund,  or  otherwise,  classed  under  different  heads  ;  also  the  amount  of  each  branch 
of  revenue  and  assessment,  distinguishing  how  much  thereof  shall  have  been 
received  and  how  much  thereof  shall  be  in  arrear  or  remaining  unpaid  at  the  date 
of  such  account ;  also  the  amount  of  all  sums  received  or  loans  contracted  for, 
annuities  granted  and  sums  received  in  consideration  thereof,  or  on  sale  or 
alienation  of  property,  distinguishing  the  same  from  the  ordinary  revenue,  and 
also  showing  every  sum  paid  and  every  sum  remaining  unpaid  for  or  by  reason  of 
any  expense  incurred  during  the  year  for  which  such  account  shall  be  so  made  out, 
distinguishing  the  fixed  or  ordinary  from  the  casual  or  incidental  expenditure, 
and  also  showing  all  cautionary  obligations,  positive  or  conditional,  incurred  by_  or 
on  account  of  the  burgh,  distinguishing  such  as  shall  have  been  incurred  during 
the  year. 
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Several  of  the  larger  towns  could,  by  resolution  within  twelve  months  of 
the  passing  of  the  Act,  declare  (and  they  have  declared)  the  above  section 
inapplicable  to  them,  and  their  accounts  continue,  therefore,  to  be  regulated 
by  the  corresponding  sections  in  their  local  Acts. 

In  the  general  Act  of  1900  it  will  be  noted  that  the  subject  is  divided 
into  (1)  the  Books,  and  (2)  the  annual  printed  Abstract  of  Accounts.  In 
regard  to  the  latter  an  entirely  new  departure  has  been  made,  inasmuch 
as  the  Secretary  for  Scotland  is  empowered  to  prescribe  a  form  of  Abstract. 
This  is  a  most  important  advance  in  the  legislation  regarding  municipal 
accounting  in  Scotland.  No  doubt  the  necessity  for  some  improvement  had 
been  strongly  felt  in  the  preparation  of  statistics  relative  to  municipal 
administration.  A  considerable  variety  of  methods  had  been  adopted  in  the 
annual  statements  of  burgh  accounts;  many  of  them,  either  from  the 
superabundance  or  sparsity  of  detail  given,  or  from  the  number  of  cross 
entries,  were  almost  incomprehensible  except  to  experts  and  to  the  officials 
who  prepared  the  statements. 

The  Secretary  for  Scotland  has  now  issued  the  model  form  of  accounts 
for  burghs  as  provided  for  in  the  Act  of  1900.  It  does  not,  however,  take 
the  shape  which  might  have  been  expected  either  from  the  trend  of  public 
opinion  on  the  subject  or  from  the  specific  provisions  of  the  Act.  The 
antiquated  form  of  receipts  and  'payments  has  been  retained  for  the  revenue 
accounts.  A  form  of  capital  account — not  capital  expenditure — has  been 
prescribed,  and  there  is  a  statement  of  assets  and  liabilities  which  might 
have  been  appropriate  if  the  revenue  account  had  been  made  up  on  the  basis 
of  income  and  expenditure,  but  is  not  in  any  way  appropriate  to  a  simple 
cash  account.  Subsidiary  accounts  for  sinking  fund  and  loans  raised  are 
also  included  in  the  prescribed  form. 

Section  91  of  the  Act  is  a  general  direction  for  the  keeping  of  the 
books  by  the  treasurer ;  these  books  to  contain  the  whole  financial  transac- 
tions of  the  council.  Sections  92  and  93  deal  with  the  annual  accounts. 
The  former  directs  an  accurate  account  to  be  made  up  of  all  the 
money  received  and  expended  in  the  year.  The  latter  directs  the  pre- 
paration of  a  statement  showing  the  assets  and  liabilities,  including  all 
sums  due  to  and  by  the  burgh  at  the  close  of  the  year.  The  two  sections 
should  be  read  together,  and  as  section  93  positively  states  that  the  Balance 
Sheet  must  contain  all  sums  outstanding,  then  it  clearly  follows  that  section 
92  impHes  the  preparation  of  a  revenue  and  expenditure  account,  although 
the  actual  words  used  in  the  section  are  "  received  "  and  "  expended."  In 
reading  the  sections  there  should  be  applied  to  their  elucidation  a  knowledge 
derived  outside  of  Acts  of  Parliament.  The  accounts  of  a  burgh  should 
be  constructed  on  very  similar  lines  to  those  of  a  commercial  company — that 
is  to  say,  the  whole  financial  transactions  of  the  council  carried  out  and 
incurred  should  be  presented  in  the  revenue  account  in  order  to  show  the 
exact  position  at  the  close  of  the  year.  It  would  appear  as  if  the  model 
form  issued  from  the  Scottish  office  had  been  framed  to  suit  the  require- 
ments of  the  Local  Taxation  Eeturns,  instead  of  the  latter  being  made  to 
conform  to  a  uniform  style  of  accounts  drawn  up  on  recognised  modern 
lines.  The  model,  however,  is  apparently  only  tentative,  and  more  modern 
views  on  the  subject  may  prevail  before  long. 

The  history  of  the  legislation  for  English  municipal  accounting  has  been 
pretty  much  the  same  as  that  for  Scottish.  It  begins  with  the  Municipal 
Reform  Act  1835,  which  stated  simply,  "That  the  treasurer  of  every 
borough  shall,  in  books  to  be  kept  for  that  purpose,  enter  true  accounts  of 
aU  sums  of  money  by  him  received  and  paid  .  .  .  and  shall  cause  to  be 
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printed  a  full  abstract  of  his  accounts."  No  advance  thereon  was  made  in 
either  the  Public  Health  Act  of  1875,  or  the  Municipal  Corporation  Act 
of  1882,  except  that  in  the  former  it  is  provided  that  the  accounts  are  to  be 
made  up  in  such  form  as  the  Local  Government  Board  may  appoint.  The 
form  which  the  Local  Government  Board  has  adopted  is  that  of  simple 
receipts  and  payments. 

In  the  case  of  most  of  the  larger  cities,  however,  where  the  accounts  are 
not  audited  or  controlled  by  the  Local  Government  Board,  they  are  framed  on 
a  revenue  and  expenditure  basis.  The  old  style  of  a  simple  cash  statement 
is  perforce  still  adopted  by  those  English  burghs,  whose  accounts  are  subject 
to  the  Government  audit. 

So  far  as  the  form  of  revenue  account  is  concerned,  therefore,  the 
official  model  follows  the  lines  of  receipts  and  payments  both  in  Scotland 
and  in  England,  but  in  most  of  the  larger  cities  which  are  not  subject  to 
official  control  in  this  respect  the  more  up-to-date  form  of  income  and 
expenditure  is  adopted. 

The  question  as  to  what  assets  should  be  included  in  the  Balance 
Sheet  has  given  rise  to  much  discussion.  Accountants  are  pretty  well 
agreed  upon  what  should  be  considered  the  correct  form  of  a  Balance 
Sheet  for  an  ordinary  commercial  concern.  In  regard  to  a  municipal 
Balance  Sheet,  while  the  liabilities  are  easily  defined,  the  question  as 
to  what  assets  should  be  included  therein  has  been  widely  debated. 
The  two  principal  items  in  the  Balance  Sheet  are  the  debt  of  the 
burgh  and  the  capital  expenditure  represented  thereby.  In  conse- 
quence of  the  variety  of  subjects  on  which  capital  is  expended  by  a 
municipality,  the  assets  representing  that  expenditure  vary  consider- 
ably in  character.  A  police  station-house,  which  may  be  put  into  the 
market  for  sale  and  its  value  realised,  cannot  be  classed  along  with 
a  main  sewer  or  a  street  widening.  Municipal  buildings,  police  station- 
houses,  workmen's  dwelling-houses,  public  parks,  and  similar  heritable 
or  freehold  estate  could,  so  long  as  the  town  has  any  life  in  it  at  all, 
be  converted  into  pounds,  shillings,  and  pence,  and  these  assets  should 
therefore  be  stated  in  the  Balance  Sheet  at  their  fair  market  value.  Sewers 
and  drains,  bridges,  street  improvements,  and  similar  works  are,  however, 
unrealisable  in  this  sense.  The  works  are  undertaken,  it  is  true,  for  the 
comfort  and  convenience  of  the  citizens, — indeed,  they  are  an  absolute 
necessity  in  any  modern  town, — and  they  represent  the  value  of  the  capital 
expenditure  necessary  to  provide  them  at  the  time.  A  plausible  argument 
may  therefore  be  stated  for  including  this  expenditure  as  an  asset  in  the 
Balance  Sheet,  and  this  is  done  in  some  cases.  The  asset  is  then  usually 
written  down  each  year  by  the  amount  of  the  relative  contributions  to 
sinking  fund,  so  that  when  the  whole  debt  is  repaid  the  asset  disappears 
entirely  from  the  Balance  Sheet.  This  is  in  fact  the  method  suggested  for 
dealing  with  this  item  in  the  circular  sent  out  from  the  Scottish  Office,  along 
with  the  model  form  of  accounts  prescribed  under  the  Town  Councils  Act 
1900.  The  actual  value  of  the  asset  may  be,  and  often  is,  quite  as  good  at 
the  end  of  the  period  of  writing  down  as  it  was  in  the  middle  of  that 
period,  and  sometimes  even  at  the  beginning,  for  the  period  over  which  the 
debt  is  spread  has  often  no  relation  whatever  to  the  life  of  the  subject. 
This  course  leads,  therefore,  to  the  anomalous  result  of  an  asset,  good 
enough  to  be  reckoned  and  stated  as  such  at  one  time,  automatically  dis- 
appearing from  view  at  another  time,  even  although  its  value  is  not 
appreciably  diminished.  To  get  over  this  difficulty  another  plan  has  been 
recommended,  namely,  that  of  retaining  unremunerative  capital  expenditure 
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in  the  Balance  Sheet  at  its  unexhausted  vahie.  It  is  impossible,  however, 
in  that  case  to  obtain  with  any  reliability  even  so  much  as  an  approximate 
estimate  of  the  unexhausted  value  of  the  thousand  and  one  varied  pieces 
of  work  which  in  large  cities  fall  into  this  category.  After  all  it  is 
really  not  essential.  Capital  debt  implies  corresponding  capital  work. 
The  najne  of  the  account  indicates  its  nature.  If  it  is  unremunerative  and 
unsaleable,  its  value  from  time  to  time  cannot  be  stated  in  money.  It 
is  of  little  interest  to  the  investor.  He  concerns  himself  more  with  the 
amount  of  debt,  its  relation  to  population  and  rateable  value,  and  the 
power  which  the  municipality  possesses  to  redeem  its  obligations  by  levying 
rates  and  assessments.  The  only  questions  relating  to  it  which  interest  the 
ratepayers  are,  whether  the  work  was  a  prudent  undertaking  carefully 
carried  out,  and  over  what  period  of  years  the  debt  incurred  is  being  spread. 
It  is  true  that  the  principles  of  accounting  may  dictate  the  theory  that 
capital  expenditure  is  a  proper  asset  to  place  against  a  corresponding  debt, 
but  along  with  this  it  must  be  remembered  that  there  is  always  room  for 
the  exercise  of  discretion  even  in  framing  a  Balance  Sheet.  The  only  good 
reason  for  including  unremunerative  expenditure  as  an  asset  in  the  Balance 
Sheet  would  be  for  the  purpose  of  attaining  uniformity  in  the  system  of 
burghal  accounts.  But  this  can  also  be  accomplished  by  adopting  the 
uniform  method  of  excluding  it.  The  form  of  capital  account  will  depend 
largely  on  the  method  of  dealing  with  capital  expenditure  in  the  Balance 
Sheet.  If  all  capital  expenditure  is  taken  into  the  Balance  Sheet  as  an 
asset,  the  capital  account  should  be  framed  to  show  on  the  debit  side  the 
total  capital  expenditure,  and  on  the  credit  side  the  loans  raised  to  meet 
that  expenditure.  The  total  of  each  side  is  then  transferred  to  the  Balance 
Sheet,  or,  as  is  sometimes  done,  the  balance  only  is  so  transferred. 

Where  the  Balance  Sheet  excludes  unremunerative  capital  expenditure 
as  an  asset,  it  should  be  drawn  up  to  show  at  a  glance  the  amount  of  un- 
redeemed capital  expenditure  at  the  close  of  the  year :  a  specimen  form  of 
such  Balance  Sheet  is  given  below,  and  from  this  it  will  be  observed  that 
the  valuation  of  properties  and  of  other  assets  of  a  realisable  nature  is  not 
introduced  until  the  balance  of  unredeemed  capital  expenditure  has  first 
been  struck.  Where  this  system  is  in  operation  the  capital  account  above 
referred  to  should  be  replaced  by  a  Capital  Expenditure  Account,  showing 
on  the  debit  side  capital  expenditure,  and  on  the  credit  side  receipts,  such 
as  the  price  of  property  sold.  The  balance  represents  the  net  capital 
expenditure  for  the  year,  and  this  is  transferred  to  the  Balance  Sheet  where 
it  is  added  to  the  balance  of  unredeemed  capital  expenditure  brought 
forward  from  the  previous  year.  This  system  (which  does  not  apply  to  the 
trading  departments)  has  several  advantages;  it  enables  the  council  and 
ratepayers  to  ascertain  readily  the  real  position  of  affairs  as  regards  assets 
and  liabilities,  also  the  amount  of  debt  outstanding,  i.e.  capital  expenditure 
remaining  unredeemed  (which  should  always  be  prominently  in  view  when 
proposals  for  embarking  on  new  undertakings  involving  capital  expenditure 
are  being  discussed),  and  it  preserves  the  double  entry  system  of  Book- 
keeping, which  is  always  desirable. 
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Specimen  Balance  Sheet  as  at  l^th  May  1903 


Liabilities. 
Loan     from     Corporation     Loans 
Fund  :— 
Advanced  on  15th  May 

1900          .         .         .  £90,000 
Whereof  repaid  to  15th 

May  1903.         .         ,        9,000 

£85,000 
500 
250 

250 

Assets, 
Sundry  Debtors     .... 
Balance,  being  Unredeemed  Capital 
Expenditure  at  date  : — 
Amount  at  15th  May  1902  per 
last  Balance  Sheet     .  £84,000 
Deduct  —  Contribution 
from  Revenue  towards 
liquidation    of   Debt 
for  Capital  Expendi- 
ture ....       3,000 

£1,000 

£81,000 
Advanced  on  15th  May 

1903          .         .         .       4,000 

Bank  Balance        .... 
Sundry  Creditors  .... 
Surplus  Revenue  on  Ordinary  Ex- 
penditure Account . 

£81,000 
Add — Capital  Expendi- 
ture during  year       .       4,000 

85,000 

Properties     and    other    realisable 
Assets     as     valued    by  .City 
Engineer  : — 

City  Chambers  .... 

Chief  Police  Station  . 

City  Hospital    .... 

Furniture  and  Furnishings 

Balance,  being  Unredeemed  Capital 
Expenditure  at  date,  brought 
down 

Surplus 

£86,000 

£85,000 
8,000 

£86,000 

£50,000 

20,000 

20,000 

3,000 

£93,000 

£93,000 

Municipal  Trading  Accounts. — A  form  of  Municipal  Accounts  for 
trading  undertakings  is  naturally  very  much  akin  to  the  recognised  form 
for  ordinary  trading  companies.  For  gas  undertakings  the  form  was  pre- 
scribed in  a  schedule  annexed  to  the  Gas  Works  Clauses  Act  1871.  For 
electric  lighting  undertakings  the  Board  of  Trade  prescribes  the  form  as 
authorised  by  the  Electric  Lighting  Acts.  These  two  forms  are  almost 
identical.  They  consist  of  (1)  a  statement  of  the  borrowing  powers 
authorised  and  the  capital  raised  thereunder;  (2)  a  Capital  Account 
showing  in  some  detail  the  expenditure  for  previous  years  and  the  year 
just  closed,  and  the  corresponding  loans  raised  to  meet  that  expenditure ; 
(3)  a  Revenue  Account  showing  the  cost  of  generation  or  manufacture, 
distribution,  management,  and  other  expenses ;  (4)  a  Net  Eevenue  Account 
bringing  out  the  profit  or  loss  for  the  year,  after  providing  for  Interest, 
Sinking  Fund,  and  Depreciation  (if  any);  and  (5)  the  General  Balance 
Sheet.  A  Sinking  Fund  Account  and  a  Eeserve  Fund  Account,  as  well  as 
statements  showing  quantities  manufactured  and  sold,  and  other  details,  are 
also  included  in  the  prescribed  forms. 

The  total  capital  expenditure  and  the  total  loans  as  shown  by  the 
Capital  Account  are  carried  to  the  General  Balance  Sheet,  or  the  balance 
only  on  the  Capital  Account  is  so  transferred.  The  prescribed  form  for 
gas-works  adopts  the  latter,  that  for  electric  light  the  former  method.  The 
form  for  water  accounts  is  not  prescribed,  nor  is  that  for  tramways,  but 
they  naturally  follow  lines  similar  to  those  of  gas  and  electric  light.  In 
the  case  of  tramways  the  subsidiary  accounts  are  more  numerous  than  in 
the  case  of  other  municipal  trading  undertakings. 

The  form  for  Municipal  Trading  Accounts  can,  therefore,  be  regarded 
as  stereotyped.  The  methods  of  accounting  have,  however,  varied  a  good 
deal.  The  difficult  question  here  is  that  of  depreciation.  This  charge  is 
admitted  at  once  in  the  case  of  an  ordinary  commercial  concern,  and  it 
must  not  be  disregarded  in  the  case  of  municipal  undertakings.     But  the 
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circumstances  are  altogether  unlike.  In  an  ordinary  commercial  concern 
the  capital  is  permanent ;  it  is  not  paid  back  by  instalments  to  the  share- 
holder, at  least  so  long  as  the  concern  can  use  it  to  advantage,  and  in  order, 
therefore,  to  maintain  the  corresponding  assets  at  their  capital  value,  due 
provision  has  to  be  made  out  of  revenue  for  any  depreciation  of  the  assets 
before  the  actual  profit  can  be  ascertained.  With  municipalities,  on  the 
other  hand,  the  capital  or  loan  debt  is  by  law  repayable  out  of  revenue  over 
a  certain  period  of  years,  and  the  question  whether  this  charge  for  redemp- 
tion of  capital,  this  charge  for  Sinking  Fund  as  it  is  usually  described,  is 
equivalent  to,  or  covers  in  whole  or  in  part,  the  charge,  for  depreciation  has 
rendered  somewhat  difi&cult  the  accounting  in  connection  with  municipal 
trading  undertakings,  especially  those  of  electric  lighting  and  tramways  If, 
in  a  municipal  electric  light  undertaking,  the  duration  of  life  of  each  part  of 
the  machinery  and  plant,  which  originally  was  a  proper  charge  against  capital, 
could  be  accurately  gauged  and  the  corresponding  loan  debt  repaid  within  the 
period  of  such  life,  there  would  be  no  logical  reason  for  arguing  that  deprecia- 
tion should  be  allowed  for  as  well.  But  such  an  estimate  of  life  is  impracti- 
cable and  impossible.  The  maximum  period  for  the  repayment  of  the  loan 
debt  for  an  electric  lighting  undertaking  is  usually  twenty-five  or  thirty  years. 
The  station  buildings  and  the  mains  in  the  street  will  last  quite  as  long, 
probably  longer,  and  the  engines  and  boilers  may  run  for  twenty-five  years 
or  so,  but  there  is  at  present  no  experience  on  which  to  base  an  estimate  of 
the  durability  of  the  remaining  portion  of  the  machinery  and  plant,  and 
even  when  that  experience  becomes  available  in  the  future,  human  fore- 
thought cannot  possibly  tell  how  new  inventions  may  produce  obsolescence 
to-morrow  in  portions  which  are  reckoned  valuable  to-day.  The  period  of 
redemption  of  debt  cannot,  therefore,  be  precisely  equated  for  the  whole 
undertaking  or  accurately  estimated  for  the  different  parts.  The  best 
course  is  to  adopt  a  maximum  period  for  ordinary  Sinking  Fund,  and  to 
make  provision  out  of  revenue  for  such  sums  as  may  reasonably  be  reckoned 
necessary  to  replace  the  shorter-lived  and  more  delicate  machinery  and 
plant  when  they  become  obsolete  or  worn  out.  Whether  these  sums  be 
placed  to  a  Depreciation  Fund,  a  Eenewal  Fund,  or  a  Eeserve  Fund,  is 
immaterial  so  long  as  they  are  drawn  from  the  revenue  before  the  profit 
or  loss  is  declared. 

Accurate  accounting  will  likewise  insure  that  these  trading  under- 
takings are  duly  charged  with  their  proportionate  cost,  if  any,  of  the 
services  rendered  to  them  by  the  other  city  departments.  When  this 
is  omitted  the  trading  concern  is  benefited  unjustifiably  at  the  expense 
of  other  city  departments,  and  the  result  of  the  year's  working  is 
not  only  not  truly  stated,  but  may  be  altogether  misleading.  It  is 
essential  that  in  municipal  undertakings,  just  as  in  ordinary  commercial 
concerns,  the  true  results  of  the  year's  trading  should  be  clearly  brought 
out.  The  ratepayers  are  certainly  entitled  to  have  properly  shown 
and  stated  in  the  accounts  the  annual  profit  or  loss  in  any  year.  Before 
this  can  be  done  it  is  necessary  to  debit  revenue  with  all  charges  properly 
payable  thereout. 

Miscellaneous — Loans  Fund  Account. — This  account  is  new  in  some  of 
its  present  characteristics,  although  it  partakes  largely  of  the  nature  of  a 
Sinking  Fund  for  the  redemption  of  corporation  indebtedness.  It  is  new 
to  the  extent  that  it  also  assumes  liability  for  the  original  loan — that  is,  it 
finds  the  money  by  issues  of  corporation  stock  and  corporation  promissory 
notes,  and  by  other  borrowings.  It  makes  loans  to  the  various  municipal 
departments  within  the  limits  of  their  powers  to  borrow  and  their  obhga- 
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tions  to  repay.  In  this  way  it  acts  as  a  sort  of  banker  for  those  depart- 
ments. The  obligations  to  redeem  its  own  borrowings,  whether  these  are 
in  the  shape  of  corporation  stock  or  otherwise,  are  regulated  by  special 
statute,  and  they  do  not  necessarily  correspond  with  the  similar  obligations 
of  the  spending  department.  It  is  important  to  keep  this  in  view,  especially 
in  these  cases  where  the  operations  of  the  Loans  Fund  and  those  of  the 
Borrowing  Departments  are  under  the  administration  of  one  and  the  same 
financial  officer. 

The  form  of  account  for  the  Loans  Fund  is  comparatively  simple.  An 
Ordinary  Eevenue  and  Expenditure  Account  and  a  Balance  Sheet,  together 
with  an  Appendix  giving  details  of  the  loans  advanced,  will  be  found 
suJBficient.  Into  Eevenue  Account  is  carried  the  interest  received  from  the 
Borrowing  Departments  in  respect  of  their  loans,  and  a  proportion  of  the 
general  expense  of  managing  the  fund.  The  expenditure  is  principally  for 
interest  on  Corporation  Stock  and  on  other  borrowings  by  the  Loans  Pund. 
The  Balance  Sheet  should  show  the  liabilities  in  respect  of  corporation 
stock  issued,  promissory  notes  discounted  (if  any),  and  other  borrowings  at 
the  close  of  the  year,  and  the  assets  will  consist  of  loans  to  the  various 
municipal  departments,  the  original  loans  advanced  and  the  amounts 
thereof  repaid  to  date  being  both  shown. 

Sinking  Funds. — The  redemption  of  municipal  debt  is  accomplished  by 
various  methods.  The  term  "  Sinking  Fund  "  is  used  in  a  kind  of  generic 
way  to  cover  them  all.  The  various  methods  of  redemption  are :  (1)  By  an 
equal  annual  amount  of  principal  and  interest  combined ;  in  other  words, 
by  the  annuity  system.  This  implies  an  annual  repayment  of  a  proportion 
of  the  loan  each  year,  together  with  interest  on  the  balance  outstanding  from 
time  to  time ;  (2)  by  equal  annual  instalments  of  principal  accumulated  in  a 
separate  fund — that  is,  invested  at  a  rate  of  interest  so  that  the  instalments, 
along  with  the  accumulated  interest,  will  at  the  end  of  the  period  amount 
to,  and  be  available  to  repay,  the  original  loan.  Interest  in  this  case  is 
paid  on  the  amount  of  the  original  loan  throughout  the  whole  period ;  (3) 
by  equal  annual  instalments  of  principal  applied  year  by  year  in  repayment 
pro  tanto  of  the  original  loan.  In  this  case  the  interest  is  payable  on 
the  reduced  outstanding  loan,  so  that  while  the  instalment  of  principal  is 
always  the  same,  the  amount  of  interest  diminishes  year  by  year. 

In  providing  the  amount  required  for  sinking  fund  the  important  point 
to  keep  in  view  is  that  the  period  for  repayment  of  the  debt  should  begin 
approximately  at  the  time  when  the  capital  expenditure  is  made.  The 
corresponding  debt  may  be  at  first  of  quite  a  temporary  nature.  It  may 
be  simply  an  overdraft  from  the  corporation's  banker,  and  it  may  remain 
in  that  or  some  other  temporary  form  until  it  is  permanently  funded  in 
corporation  stock  or  mortgages.  Whatever  its  form  may  be,  the  arrange- 
ment for  redemption  out  of  revenue  should  be  made  at  once.  Whether  the 
capital  expenditure  is  for  a  remunerative  or  revenue-producing  undertaking, 
or  for  an  unremunerative  purpose,  an  obligation  to  provide  for  repayment 
theoretically  begins  at  the  time  when  the  expenditure  is  made.  Capital 
expenditure  is,  however,  usually  made  in  varying  sums  throughout  the 
period  during  which  the  principal  undertaking  is  being  carried  out,  and,  as  it 
would  involve  an  unnecessary  amount  of  trouble  to  keep  a  separate  account 
for  the  redemption  of  all  the  varying  sums  as  they  are  borrowed  even 
throughout  one  year,  the  best  method  is  to  sum  up  the  capital  expenditure 
under  each  head  at  the  close  of  the  financial  year,  and  assume  that  date  as 
the  one  at  which  the  period  of  redemption  begins  for  the  loan  corresponding 
to  the  total  net  capital  expenditure  in  that  year. 
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When  the  original  borrowing  is  of  a  temporary  nature,  the  third  or 
instalment  system  of  repayment  already  mentioned  will  be  found  to  be 
most  suitable.  When  the  loan  is  put  on  a  permanent  basis  the  method  of 
repayment  is  a  matter  of  arrangement  between  the  borrower  and  the  lender, 
regard  always  being  had  to  the  restricted  period  over  which  the  debt  may 
be  spread.  For  example,  if  £10,000  of  capital  expenditure  is  paid  in  any 
year,  the  debt  in  respect  of  which  is  by  statute  to  be  spread  over  fifty  years, 
and  if  the  money  is  borrowed  only  temporarily  for  the  first  two  years,  and 
then  permanently  for  the  remainder  of  the  period,  in  each  of  the  first  two 
years,  -sV^b  (£200)  of  the  debt  should  be  provided  out  of  revenue  and 
applied  in  reduction  of  the  loan,  while  the  balance  outstanding  at  the  end 
of  the  two  years  (£9600),  when  it  is  put  on  a  permanent  basis,  should  be 
repaid  over  the  remaining  forty-eight  years  by  any  one  of  the  methods 
already  referred  to  unless  one  of  the  methods  is  specially  prescribed  by  the 
statutory  authority. 

In  addition  to  the  principal  accounts  which  have  already  been  referred 
to,  it  is  often  necessary  to  include  in  the  annual  abstract  certain  sup- 
plementary or  subsidiary  accounts,  such  as  an  abstract  of  the  total  assess- 
ments levied.  These  should  be  prepared  in  the  style  most  suitable  to  serve 
the  purpose  for  which  they  are  intended.  What  will  always  be  a  useful 
addition  to  the  ordinary  printed  Abstract  of  Municipal  Accounts  is  a 
statement  showing  the  combined  liabilities  and  assets  of  the  corporation,  as 
well  as  the  total  revenue  of,  and  expenditure  in,  all  the  departments. 

Book-keeping. — The  preparation  of  the  annual  abstract  is,  perhaps, 
the  most  important  part  of  the  burgh  accountant's  work ;  but  it  is  obvious 
that  without  a  reliable  system  of  book-keeping  the  annual  account  prepared 
from  those  books  will  not  present  an  accurate  record  of  the  year's  transac- 
tions. Another  important  reason  for  systematic  book-keeping  in  connection 
with  municipal  accounts  is  that  all  legislation  on  the  subject  very  pointedly 
insists  on  each  part  of  the  burgh's  expenditure  being  kept  entirely  separate. 
Waste  and  extravagance,  too,  in  the  administration  of  the  burgh's  affairs 
may  be  obviated  in  some  measure  by  good  book-keeping. 

The  adoption  of  a  proper  system  is,  therefore,  a  matter  of  substantial 
importance  to  the  ratepayers.  The  transactions  cover  such  a  wide  field,  and 
the  entries  are  often  so  complicated,  that  there  is  plenty  of  scope  for  the 
abilities  of  the  book-keeper  in  the  work  that  lies  to  the  hand  of  the  burgh 
accountant.  No  hard-and-fast  model  can  properly  be  adopted  and  adhered 
to  in  framing  a  system  of  book-keeping,  as  new  phases  and  new  problems 
are  continually  cropping  up  which  demand  new  treatment.  It  will  be 
found  that  a  Cash  Book,  Journal,  and  Ledger  for  each  of  the  different 
accounts  will  suffice,  and  where  in  any  particular  account  the  rents  and 
feu-duties  are  numerous,  it  may  be  desirable  to  use  Subsidiary  Eent  and 
Feu-duty  Ledgers  with  an  account  for  each  of  the  tenants  or  vassals. 

Cash  Booh. — This  is  a  most  important  book  in  municipal  book-keeping. 
It  should  be  framed  in  such  a  form  as  will  insure  accuracy  in  the  sub- 
sequent posting  to  the  various  ledgers.  As  a  means  of  facilitating  the 
correct  classification  in  the  ledgers  the  columnar  style  of  Cash  Book  is, 
beyond  question,  the  most  convenient,  and  should  be  adopted  in  each 
department.  Where  so  many  different  branches  of  accounts  are  involved, 
and  the  necessity  for  keeping  each  branch  apart  is  directed  by  legislation 
so  strongly,  the  columnar  style  is  practically  indispensable ;  it  makes  the 
subsequent  book-keeping  comparatively  easy.  It  will  be  obvious  that  when 
the  allocation  of  the  entries  to  their  respective  columns  of  the  Cash  Book 
'  has  been  made  no  confusion  can  afterwards  take  place,  and  the  posting  to 
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the  different  ledgers  becomes  a  mere  matter  of  routine.  Another  advantage 
is  that  each  ledger  can  be  balanced  independently.  The  columnar  Cash 
Book  is  also  a  great  convenience  to  the  cashier,  combining,  as  it  does,  the 
General  Cash  Book  with  a  Cash  Book  for  each  of  the  accounts.  It  is  not 
unusual  for  a  contractor  or  tradesman  to  have  paid  to  him  at  one  time 
accounts  against  more  than  one  of  the  burgh's  departments,  and  with  large 
burghs  this  occurs  frequently.  It  would  add  greatly  to  the  work  of  the 
cashier  if  he  had  to  give  to  each  tradesman  separate  cheques  for  the  amounts 
of  his  accounts  against  the  several  departments.  With  a  columnar  Cash 
Book  it  is  only  necessary  to  give  him  one  cheque,  drawn  on  the  General 
Bank  Account,  for  the  total  amount  due  to  him.  When  the  entries  of  the 
payments  have  been  made  in  the  Cash  Book  the  balances  between  the 
various  accounts  and  the  General  Account  are  readily  ascertained  from 
the  summations  of  the  respective  debit  and  credit  columns,  and  one 
cheque  is  then  drawn  on  each  account  requiring  adjustment.  These 
adjusting  transactions  need  not  necessarily  be  carried  out  daily;  they 
can  be  made  weekly  or  monthly  as  may  be  found  from  experience  to  be 
most  desirable.  A  specimen  of  a  columnar  Cash  Book  is  here  given.  The 
headings  of  the  separate  accounts  are  merely  used  as  illustrations.  In 
cases  where  the  form  prescribed  by  the  Secretary  for  Scotland  is  adopted,  it 
may  only  be  necessary  to  keep  one  Bank  Account  in  connection  with  the 
whole  Assessment  Accounts,  and  so  far,  therefore,  as  the  Cash  Book  is 
concerned  it  may  not  be  necessary  to  adopt  the  allocations  shown  in  the 
specimen  for  the  various  assessing  departments.  An  allocation  will,  how- 
ever, be  found  very  convenient  for  accuracy  in  posting,  and  when  the  books 
are  being  balanced,  either  quarterly  or  half-yearly,  or  oftener,  any  error 
which  has  crept  in  will  be  much  more  readily  located  where  this  system  of 
allocation  in  the  Cash  Book  has  been  adopted.  The  columnar  form  of  Cash 
Book  can  be  utilised  with  advantage  in  those  cases  where  separate  Bank 
Accounts  do  require  to  be  kept,  e.g.  for  common  good,  charities,  burgh 
assessments,  pension  funds,  gas,  water,  tramways,  and  electric  lighting.  In 
the  specimen  here  given  it  will  be  seen  that  the  payments  to  the  tradesmen 
have  been  made  by  cheques  for  the  total  amounts  of  their  respective 
accounts,  while  the  payments  for  salaries  and  wages  have  been  made  out  of 
cash  provided  by  the  cheque  for  £220  cashed  at  the  bank.  At  the  close 
of  the  day  the  cash  on  hand  is  £19  : 8 : 8,  but,  on  examining  the  summa- 
tions of  the  extensions  or  allocations,  it  will  be  observed  that,  while  some 
of  the  accounts  have  debit  balances,  others  have  credit  balances — £19  : 8 :  S' 
being  the  net  amount  of  these. 

The  adjusting  entries  are  seen  at  1st  February,  when  cheques  drawn  on 
the  accounts  having  credit  balances  for  the  amounts  of  these  balances  are 
paid  into  the  bank  account  of  the  General  Burgh  Rates  Account  which  had 
a  debit  balance.  These  transactions  square  all  accounts  as  shown  by  the 
Cash  Book,  the  cash  in  hand — £16 : 6  : 6 — being  money  belonging  to  the 
General  Burgh  Rates  Account. 

In  the  case  of  large  towns  it  will  be  found  convenient  to  have  the  Cash 
Books  supplied,  in  the  first  instance,  in  small  volumes  of,  say,  a  dozen  pages 
with  a  temporary  binding,  and  at  the  end  of  the  year  to  have  these  bound 
up  in  one  volume.  This  facilitates  a  fortnightly  or  monthly  audit,  and  it  is 
specially  convenient  where  more  than  one  ledger  clerk  is  employed. 

A  proper  system  for  the  checking  and  passing  of  accounts  before  they 
reach  the  cashier  will  include  rules  for  their  being  certified  by  the  head  of 
the  department  to  which  they  appertain,  passed  for  payment  by  the  Com- 
mittee responsible  for  their  being  incurred,  examined  and  passed  by  the 
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BuBOH  or 

Treasurbr'b  Cash  Book. 


Jan.  81. 


Feb.  1. 


By  J.  Smith  &  Sons  for  Wright 
work — 
At  Police  Stations   . 
Roads  Department  Depot 
Fever  Hospital 
Public  Baths   . 
Public  Parks   . 
,,  Matthew  Taylor  for  Mason 
work — 
At  Footpaths  . 
Sewers     .... 
Fever  Hospital 
,,  Hutchison  &  Co. — 

Second     Instalment     for 
causewaying  east  end  of 
High  Street. 
,,  Todd  &  Co.  for  Stationery — 
Treasurer's  Department  . 
Clerks'  Do. 

Baths  Do. 

,,  Workmen  of  Roads  Depart- 
ment— Wages  for  week  to 
80th  instant. 
,,  Inspectors  in  Public  Health 
Department — Salaries  for 
month  to  date. 
,,  Watching       Department — 
Wages  for  week  to  30th 
instant. 
To    Rateable    Deductions    for 

week  to  30th  instant. 
By  William  Simpson,  Superin- 
tendent of  Public  Baths 
— Wages  of  Staff  for  week 
to  30th  instant. 
To       Do.       Dues  for       Do. 
,,   Alexander  Hume — Rent  of 
High  Street  Property  for 
quarter -year  to  Candle- 
mas. 
By  Thomson  &  Douglas  for — 
Disinfectants — Public 
Health  .... 
Oil,  Waste,  etc.  ;  Baths  . 
Oil — Watching 
,,      Public  Parks    . 
To  Bank- 
General  Account 

Do. 
Roads  Account 
General  Account 
Do. 
Do. 
By  Bank- 
Common  Good 

Dr.  £19  : 8  :  8. 
To  Bank- 
Sewerage  Account    . 
Roads  Account 
[  Public  Health  Account    . 
Public  Parks  Account 
By  Bank- 
General  Account 
Pension  Fund  . 

Dr.  £16  :  6  :  6. 


Folio 

in 
Ledger. 


The  Treasurer. 


Dr. 


£.     s.     d. 


3  2  2 


17  1  5 
27  10  0 


27  14 

69  17 

75  0 

220  0 

2  17 


12  12  10 


455  15  11 

15  17  1 

95  1  11 

58  6  0 

7  0  0 


632  0  11 


Cr. 


£,     s.     d. 


4  17  9 
10  3  0 

14  0 

5  0  0 


6  10  0 


36  0  4 

15  17  1 

18  0  4 

75  0  0 


1  17  6 

0  16  0 

0  3  6 

48  18  7 


35  6  8 


124  9  8 


12  0  0 


3  15  0 

4  8  10 
3  19  0 
0  10  0 


27  10  0 


436  7  3 


176  5  0 
3  2  2 


615  14  6 


Dr. 


C!ominon 
Good. 


£    s.     d. 


Oeneisl 
Burgh 
Rates. 


s.    d.    &     f.  c 


27  10  0 


17  1  5 


27  10  0 


27  14 
69  17 

9 
9 

220    0 
2  17 

0 
0 

12  12  10 


350  3  9 


27  10  0  350  3  9  15  17  1 


15  17  1 
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Public 
Health. 


£     s.    d. 


58     6     0 


Public 
Parks. 


&    s.    d. 


7    0    0 


.58     6     0  7     0     0 


Police 

Pension 

Fund. 


£    s.    d. 


3     2     2 


3     2     2 


3     2     2 


Cr. 


Common 
Good. 


£    s.    d. 


27  10     0 
27  10     0 


27  10     0 


General 
Burgh 
Rates. 

£  s.    d. 


4  17  9 

5  0  0 


1  17  6 
0  16  0 
0  3  6 


124  9  8 


12  0  0 


4  8  10 
3  19  0 


157  12  3 


176  5  0 


333  17  3 


£  s.  d. 


15  17  1 


15  17  1 


15  17  1 


Roads. 


£  s.    d. 


10  3  0 


36  0  4 


75  0  0 


48  18  7 


170  1  11 


170  1  11 


Public 
Health. 


14     0 


18     0     4 


35     6     8 


3  15     0 


58     6     0 


58     6     0 


Public 
Parks. 


£    s.    d. 


6  10     0 


0  10     0 


7     0     0 


7    0    0 


Police 

Pension 

Fund. 


£    s.    d. 


3     2     2 


3     2     2 
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Finance  Committee,  and  duly  passed  and  ordered  for  payment  by  the  Town 
Council. 

Journal. — In  municipal  book-keeping  the  Journal  plays  a  somewhat 
unimportant  part.  It  is  employed  in  the  usual  way  as  the  posting  medium  of 
cross  and  closing  entries  which  require  to  be  made  in  the  various  accounts. 

Ledgers. — It  will  be  gathered  from  the  foregoing  remarks  that  a  separate 
Ledger  should  be  kept  for  each  account  having  a  column  in  the  Cash  Book ; 
they  should  be  of  the  ordinary  type,  and  accounts  should  be  opened  to 
correspond  with  .the  different  heads  of  revenue  and  expenditure  given 
in  the  Abstract.  If  the  published  Abstract  is  on  the  basis  of  receipts 
and  payments,  the  totals  in  each  of  the  Ledger  Accounts  will  correspond 
exactly  with  the  totals  in  the  Annual  Abstract;  on  the  other  hand,  if 
the  Annual  Abstract  is  on  the  basis  of  revenue  and  expenditure  it  will 
be  necessary,  in  order  that  the  total  of  each  Ledger  Account  may  correspond 
with  the  total  in  the  Annual  Abstract,  to  make  closing  entries  through 
the  Journal  to  cover  outstanding  revenue  and  expenditure,  and  these 
entries  should  be  reversed  on  the  opening  day  of  the  new  financial  year. 
In  the  case  of  the  Loans  Fund  two  Ledgers  are  necessary — namely,  the 
Greneral  Ledger,  containing  all  the  transactions  of  the  fund  except  those 
in  connection  with  money  raised  by  temporary  loans,  which  are  kept  in 
a  separate  Loan  Ledger  having  a  personal  account  for  each  lender.  A 
Stock  Register  should  also  be  kept  containing  a  separate  account  for 
each  stock-holder.  In  the  police  department  there  should  be  two  sets 
of  Ledgers — the  Genera],  containing  all  transactions  classified  to  suit 
the  preparation  of  the  Annual  Abstract,  and  an  Invoice  Ledger,  con- 
taining the  transactions  between  the  burgh  and  the  tradesmen  who 
furnish  its  supplies. 

Numerous  subsidiary  books  are  necessary  for  recording  in  detail  the 
various  transactions  relating  to  municipal  administration.  They  cannot 
be  discussed  here  seriatim.  They  include  records  of  receipts  from  various 
sources,  such  as  customs  and  market  dues,  public  baths  and  wash-houses, 
and  rents  and  feu-duties  already  referred  to.  No  difficulty  will  be  ex- 
perienced in  preparing  these  books  according  to  the  form  best  suited  to 
the  particular  purpose  for  which  they  are  required.  Robt.  Paton. 

IVIunicipal  Corporation  is  the  body  corporate  charged  with 
the  administration  of  the  affairs  of  boroughs,  or  burghs  as  they  are  termed 
in  Scotland.  Both  in  England  and  Scotland  burghs  have  existed  from  a 
very  early  period  and  possessed  large  revenues,  powers,  and  jurisdictions  in 
virtue  of  charters  and  grants  from  the  Crown.  The  affairs  of  the  burgh 
are  generally  administered  in  England  by  a  Mayor,  Aldermen,  and 
Council;  and  in  Scotland  by  a  Provost,  Magistrates,  and  Council.  The 
Councillors  were  formerly  elected  by  the  burgesses,  who  in  turn  elected 
the  Mayor  and  Aldermen,  or  Provost  and  Magistrates.  In  course  of 
legislation  "  burgess  "  has  come  to  have  a  much  wider  signification  than  it 
formerly  had,  and  now  the  qualification  for  holding  the  office  of  and  voting 
for  town  councillors  is  regulated  almost  entirely  by  statute. 

In  England  the  corporations  are  regulated  by  the  Consolidating  Act, 
termed  the  Municipal  Corporations  Act  1882.  In  Scotland  there  is  no 
such  comprehensive  general  Act,  the  corporations  being  regulated  by  their 
charters  or  sets  of  the  burgh,  the  Town  Councils  (Scotland)  Acts  of  1900 
and  1903,  and  the  common  law,  though  the  qualifications  of  councillors 
and  voters,  the  mode  of  election,  and  many  other  matters  are  regulated  by 
statute. 
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In  England  the  Municipal  Corporations  Act  of  1882  makes  careful 
provision  for  the  administration  and  application  of  the  Borough  fund, 
while  matters  of  Public  Health,  Sanitary  Administration,  and  Police  are 
likewise  carefully  provided  for  by  statute.  In  Scotland  the  Public  Health, 
Sanitary  Administration,  and  Police,  are  also  provided  for  by  statute,  but 
the  general  administration  is  chiefly  regulated  by  charters,  sets  of  the 
burgh,  the  Town  Councils  Acts  of  1900  and  1903,  and  common  law. 
In  both  countries,  however,  the  general  proposition  holds  good,  that  the 
various  funds  can  only  be  collected  and  applied  for  the  purpose  of  the 
burgh,  and  in  terms  of  any  statute  or  other  law  regulating  the  same.  This 
is  a  rule  which  is  very  rigidly  enforced. 

By  the  Town  Councils  (Scotland)  Act  of  1900,  corporations  are  required 
to  keep  accounts  of  all  property,  heritable  and  moveable,  vested  in  the 
Councils,  showing  the  nature  thereof,  and  of  all  rates  or  assessments  levied, 
and  of  all  money  received  and  expended  by  or  on  account  of  the  Council. 

See  "Local  Authorities'  Accounts  and  their  Audit  (England 
AND  Scotland),"  vol.  iv.  pp.  180  and  256,  and  "  Municipal  Accounting," 
p.  174. 

National  Budg'et. — This  is  the  statement  of  the  accounts  of 
the  nation,  drawn  up  and  laid  before  Parhament  yearly  by  the  Chancellor 
of  the  Exchequer.  The  financial  year  of  the  Government  runs  from  1st 
April  to  31st  March,  and  the  Budget  is  usually  submitted  shortly  after  this 
latter  date. 

The  accounts  for  the  past  financial  year,  showing  actual  receipts  and 
payments,  are  first  of  all  submitted,  and  after  submitting  these  the 
Chancellor  proceeds  to  detail  the  expenditure  of  the  coming  year,  as 
estimated  by  the  different  departments  after  review  by  the  Cabinet  and 
Treasury.  The  estimates  are  divided  into  two  parts — the  Consolidated 
Fund  charges  and  the  Annual  Supply  charges.  The  providing  for  this 
expenditure  by  taxation  is  the  next  matter  gone  into,  and  this  may  be 
said  to  be  the  Budget  proper.  The  taxation  of  the  financial  year  just 
closed  is  taken  as  the  basis  of  the  estimate  of  the  revenue  for  the  coming 
year,  and  it  is  usually  the  policy  of  the  Chancellor  to  so  arrange  matters 
that  the  estimated  revenue  shows  an  excess  of  between  three  or  four 
hundred  thousand  pounds  above  the  expenditure.  When  an  alteration  in 
the  taxation  is  necessary  the  Chancellor  states  definitely  the  proposed 
alteration,  and  must  be  in  a  position  to  defend  it  in  principle  and  detail. 
Resolutions  are  then  moved,  continuing  or  altering  the  annual  taxes, 
together  with  any  alterations  on  the  permanent  taxes.  These  resolutions 
are  embodied  in  the  Customs  and  Inland  Eevenue  Bill,  which  passes 
through  the  House  of  Commons  in  the  usual  course.  The  working  of  the 
national  finances  is  fully  described  elsewhere,  "  Public  Accounting  and 
Auditing  in  England,"  p.  372,  and  reference  may  be  made  to  that  article 
in  this  connection.     See  also  "  Consolidated  Fund,"  vol.  ii.  p.  237. 

National  Debts. — The  public  debt  of  a  country  is  the  total  of 
the  loans  contracted  by  governing  bodies  within  its  area.  These  governing 
bodies  may  be  of  various  status.  In  the  first  place,  they  may  be  repre- 
sentative of  the  nation  as  a  whole,  as  the  Parliaments,  for  instance,  of  Great 
Britain  and  France.  Secondly,  they  may  occupy  the  position  of  provincial, 
but  within  their  own  spheres  entirely  independent  legislatures,  as  in  the 
case  of  States  which  have  combined  in  a  wider  political  federation,  such  as 
the  German  Empire,  the  United  States  of  America,  or  even  the  Dominion 
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of  Canada.  Such  provincial  legislatures  are  absolutely  autonomous  in 
matters  affecting  their  public  credit,  and  raise  public  or  "  State  "  loans.  To 
compare  the  debt  of  Britain,  where  all  "  State  "  debt  is  gathered  under  one 
head,  with  that  of  Germany  or  America,  where  loans  for  certain  purposes 
are  diffused  over  many  authorities,  it  is  necessary  to  add  together  the 
central  and  the  provincial  indebtedness,  or,  to  use  the  more  correct  terms, 
the  "  Federal "  and  the  "  State  "  debts.  Lastly,  the  public  debt  of  a  country 
must  be  held  to  include  the  loans  raised  by  what  are  known  as  "local 
authorities  "  proper, — the  bodies,  that  is  to  say,  who  are  charged  with  the 
administration  of  all  the  miiltifarious  duties  which  range  from  education 
and  police  to  public  lighting  and  cleaning.  Only  when  all  these  debts 
are  reviewed  as  a  whole  can  the  extent  of  a  country's  public  liabilities  be 
estimated.  For  the  purpose  of  discussing  details,  however,  there  is  an 
obvious  convenience  in  separating  these  various  constituents.  Local  debts 
— that  is  to  say,  those  under  the  third  of  the  above  categories — do  not 
differ  from  other  public  debts  in  principle :  they  do  •  not  even,  at  least  in 
latter  days,  differ  very  widely  in  amount,  but  the  scientific  doctrines  appli- 
cable to  the  various  aspects  of  public  borrowing  require  in  either  case  to  be 
stated  with  a  peculiar  emphasis,  which  in  practice  makes  them  almost 
distinct.  Local  debts  have,  therefore,  been  treated  in  a  separate  article, 
while  at  present  we  confine  ourselves  to  those  public  loans  which  go  by  the 
name  of  "  National  Debt,"  including  Federal  and  State  debts. 

To  prove  the  magnitude  of  the  subject  to  be  discussed  a  table  is  sub- 
joined showing  the  national  debts  of  the  principal  countries.  In  order  that 
comparisons  may  be  instituted  between  the  indebtedness  of  various  Govern- 
ments the  figures  are  compiled  as  near  the  same  date  as  possible,  the  year 
taken  being  1902,  which  is  the  latest  for  which  statistics  of  some  countries 
are  available. 

National  Debts  of  the  Principal  Countries. 

United  Kingdom  .  .  .  .  .       £747,911,000 

India       .......  215,467,507 


Canada  (Federal  debt)      .  .  .      £71,230,300 

Do.     (State  debt)         .  .  .  6,854,500 


United  States  (Federal  debt)  .  .    £194,780,000 

Do.  (State  debt)  .  .         40,160,000 


German  Empire  (Federal  debt)      .  .    £121,782,500 

Do.  (State  debt)  .  .       716,465,000 


78,084,800 
234,940,000 
838,247,500 


Austria-Hungary              .....  364,096,214 

France     .......       1,213,743,600 

Belgium.              ......  115,752,139 

Holland.              .              .              .              .              .              .  92,000,000 

Denmark  (all  the  Danish  debt  has  been  incurred  for  railways)      13,346,387 

Italy       .......  506,540,000 

Russia     .......  684,500,000 

Spain      .......  416,500,000 

Turkey   .......  137,000,000 

The  history  of  the  accumulation  of  these  large  sums  is  simple  in  its 
general  outline  and  of  comparatively  recent  date.  The  oldest  national 
debt  is  that  of  the  United  Kingdom,  and  it  takes  its  origin  in  the  reign  of 
William  III.     Before  that  date  there  had  been  loans  in  plenty  raised  for 
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public  purposes,  but  the  credit  pledged  was  not  that  of  the  nation,  but  of 
the  King  himself.  The  crown  of  England  and  the  royal  jewels  were  more 
than  once  pawned.  The  King's  person  was  once  detained  at  Brussels  for 
non-payment  of  money  borrowed  in  his  name  for  the  needs  of  the  English 
Government;  while  the  best  illustration  of  all,  to  show  the  mixture  of 
public  and  private  economy  characteristic  of  early  finance,  is  the  fact  that 
under  the  old  system  in  England  the  expenditure  on  army  and  navy  was 
entered  in  the  rolls  of  the  King's  wardrobe  (Nicholson,  Princ.  iii.  p.  403). 
The  conditions  which  changed  this  state  of  affairs  and  created  the  modern 
national  debt  may  be  best  surveyed  by  considering  the  matter  as  a  question 
of  supply  and  demand.  As  long  as  Tudor  and  Stuart  monarchs  endeavoured 
to  resist  the  encroachments  on  the  Government  perpetrated  by  the  landed 
and  commercial  aristocracy  they  naturally  failed  to  command  the  con- 
fidence of  the  only  classes  who  had  money  to  lend.  The  Kevolution,  entail- 
ing as  it  did  the  triumph  of  these  classes  and  their  complete  ascendency 
in  the  management  of  the  State,  brought  about  the  radical  change  as 
regards  the  supply  of  capital  which  alone  could  make  a  great  debt  possible. 
Wealthy  men  needed  no  longer  to  hesitate  whether  they  could  trust  the 
monarch  and  his  council ;  they  lent  their  money  to  a  corporation  in  which 
they  themselves  held  unquestioned  sway.  The  influence  of  these  circum- 
stances on  the  finance  of  the  country  was  immediate.  The  hundred  years' 
war  with  France,  the  long  struggle  with  Scotland,  had  passed  over  without 
leaving  any  vestige  of  permanent  debt ;  the  first  war  after  the  Eevolution 
was  conducted  with  loans ;  and  the  payment  of  interest  being  secure,  no 
one  troubled  to  stipulate  for  special  conditions  of  repayment. 

This  throwing  open  of  a  virtually  unlimited  supply  of  capital  within 
comparatively  modern  times  coincided  with  a  very  great  increase  in  the 
demands  of  Governments  for  money  owing  to  the  general  tendency  of  our 
civilisation  to  lead  to  increased  expenditure.  The  following  table  shows 
the  development  of  the  national  debts  of  the  principal  States,  the  authority 
for  the  figures  previous  to  1862  being  Mr.  N.  Dudley  Baxter,  and  for  sub- 
sequent ones  Mr.  E.  L.  Nash : — 

National  Debts  of  the  Principal  States 

Year  1714,  National  Debts  amounted  to    .  £300,000,000 

1793,  do.  .  .  500,000,000 

1820,  do.  .  .  1,500,000,000 

1848,  do.  .  1,750,000,000 

1862,  do.  .  .  2,750,000,000 

1872,  do.  .  .  4,600,000,000 

1882,  do,  .  .  5,400,000,000 

This  table  also  enables  one  to  illustrate  the  influences  which  have 
principally  co-operated  in  creating  such  vast  obligations.  Professor  Adams 
sums  them  up  in  two  phrases :  The  spirit  of  nationality  and  the  spirit 
of  socialism.  The  first  great  causes  of  debt  were  the  American  and 
Napoleonic  wars,  affording  abundant  evidence  of  the  first  of  these 
influences.  So  far,  however,  the  national  debt  of  the  world  was  largely 
represented  by  the  national  debt  of  Britain.  It  was  not  till  after  1848, 
when  the  ideals  of  the  French  Eevolution  had  finally  gained  ascendency 
in  the  international  politics  of  Europe,  that  other  nations  joined  on  an 
extensive  scale.  Henceforward  the  boundaries  of  States  were  determined 
by  national  aspirations  —  Italy  emancipated  from  Austria;  the  North 
German  Confederation  welded  to  an  empire  under  the  hegemony  of  Prussia ; 
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even  Spain,  Sweden,  and  Norway  putting  forward  claims  to  territory  on 
account  of  racial  affinities.  Europe  has  been  converted  into  an  armed 
camp,  and  the  huge  cost  of  modem  armaments  has  been  largely  met  by  the 
creation  of  debt 

It  was  at  one  time  believed  in  England  that  once  the  just  demands  of 
the  "  spirit  of  nationality  "  had  been  met,  wars  would  occur  with  increasing 
scarcity,  and  that  national  debts  would  no  longer  be  due  to  preparations  for 
mutual  destruction,  but  to  works  of  permanent  improvement.  Mr.  Sidney 
Baxter's  valuable  review  of  national  debts  in  the  Journal  of  the  Royal 
Statistical  Society  hazards  this  prophecy.  We  know  now  that  the  hopes 
of  the  International  Peace  Society  were  vain ;  but  the  forecast  that  in 
future  great  debts  would  be  created  for  works  of  improvement  has  been 
amply  fulfilled.  Both  causes  now  operate  together  in  creating  national 
obligations.  It  is  not  in  England  that  we  find  the  most  striking  examples 
of  this  tendency.  Much  is  in  this  country  undertaken  by  private  enter- 
prise, and  still  more  by  local  authorities,  which  in  foreign  nations  is  done 
by  the  central  Government.  This  part  of  the  subject  may  therefore  be 
passed  over  lightly,  and  it  will  be  sufficient  to  point  to  the  large  proportion 
of  foreign  international  debts  which  is  composed  of  what  virtually  represents 
the  "capital"  of  railways,  irrigation  works,  woods  and  forests,  etc.  The 
respective  merits  of  public  and  private  management  are  always  debatable, 
but  in  the  case  of  concerns  of  huge  capital  and  unquestionable  national 
importance,  there  must  always  be  considered  the  circumstance  that  public 
control  removes  the  capital  or  shares  of  such  undertakings  from  the 
pernicious  influences  of  the  Stock  Exchange.  The  "  watering  "  of  stock  for 
the  benefit  of  immediate  holders  becomes  an  impossibility. 

Such  being  the  principal  causes  which  have  led  to  the  creation  of  debt, 
we  may  turn  to  the  question,  "  When  may  States  borrow  ? "  It  must  be 
remembered  that  we  cannot  enter  into  the  question  of  whether  there  ought 
to  be  expenditure  or  not.  It  is  taken  for  granted  that  this  point  is  decided 
and  settled  in  favour  of  expenditure.  The  alternative  then  arises :  "  Shall 
the  money  be  raised  by  taxes  or  by  loans  ? "  We  need  not  burden  ourselves 
with  an  attempt  to  enumerate  all  the  cases  in  which  credit  may  be  with 
propriety  employed  ;  our  purpose  will  be  better  served  by  some  classification 
from  which  the  principle  involved  may  be  discovered.  We  may  briefly 
eay  then — leaving  out  of  account  any  loans  raised  for  permanent  works, 
which  must  always  stand  on  a  separate  footing — that  the  conditions  in  which 
convenience,  necessity,  or  economy  demand  the  use  of  public  credit  are  two : 
(1)  A  want  of  coincidence  between  estimated  and  actual  revenue  may  call 
for  a  loan ;  (2)  The  advent  of  some  unforeseen  emergency,  when  the  Govern- 
ment must  necessarily  act  promptly,  is  also  a  just  occasion  for  borrowing. 

(1)  It  seldom  happens  that  a  budget  as  executed  harmonises  with  a 
budget  as  estimated,  for  many  of  the  elements  that  enter  into  the  calcula- 
tion are  entirely  beyond  the  control  of  the  financier.  Even  with  regard  to 
revenue  the  factors  are  not  subject  to  precise  estimate.  Some  taxes,  like  land- 
tax,  or  an  old  established  income-tax,  may  be  calculated  with  some  degree  of 
assurance.  But  indirect  taxes  depend  for  their  efficiency  upon  the  general 
trade  of  the  country.  Questions  of  public  expenditure  lie  also  beyond  the 
direct  control  of  the  financier.  The  rule  according  to  which  a  private 
individual  manages  his  personal  expenditure  is  directly  reversed  in  public 
finance.  The  question  in  private  expenditure  is  how  outlay  may  be  kept 
within  a  fixed  income.  In  national  economy  the  question  is  how  income 
may  be  brought  into  conformity  with  the  rate  of  expenditure  determined 
upon.     If  any  new  outlay  bids  fair  to  call  for  a  continuous  annual  payment, 
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it  is  wise  to  levy  taxes  equal  to  the  new  and  constant  demand ;  yet  even  in 
this  case  money  must  in  the  first  instance  be  borrowed,  for  new  taxes  cannot 
become  immediately  productive.  On  the  other  hand,  if  the  expenditure  is 
likely  to  occur  but  once,  industry  and  commerce  will  be  less  disturbed  by 
securing  the  necessary  money  through  loans,  than  if  a  large  sum  be  taken 
in  a  single  year  through  an  increase  in  taxes.  It  will,  of  course,  be  desirable 
in  these  cases  to  make  provision  for  gradual  repayment  of  the  loan. 

But  the  real  question  that  lies  at  the  bottom  of  the  policy  of  loans  to 
cover  deficits  goes  very  much  deeper,  and  suggests  one  of  the  most  important 
practical  questions  connected  with  national  debts.  This  is  the  alternative 
of  arranging  national  finances  on  the  principle  of  recurring  deficits  or 
recurring  surpluses.  The  opinion  of  experts  is  divided  on  this  point.  Pro- 
fessor Bastable  approves  of  a  moderate  surplus  {PuUic  Finance,  2nd  ed. 
p.  567);  while  Professor  Adams,  after  a  most  careful  study,  concludes  in 
favour  of  a  deficit  {PuUic  Debts,  p.  79).  The  determining  factor  in  the 
argument  of  the  American  economist  is  the  mismanagement  of  the  finances 
of  his  country  after  the  Civil  War.  He  concludes  that  a  surplus  is  the  worst 
provocative  of  extravagance,  and  certainly  the  figures  justify  his  argument. 
In  1882  the  gross  revenue  of  the  United  States  was  $408,500,000,  and  the 
ordinary  expenditure  $186,000,000,  exclusive  of  debt  service.  The  recurrence 
of  such  surpluses  led  to  a  state  of  affairs  under  which  it  has  been  said  that 
the  great  problem  of  American  legislators  has  been  how  to  spend  public 
moneys.  The  ordinary  expenditure  of  the  States  rose  by  the  following 
leaps :— 1818,  21  miUion  dollars ;  1838,  31  milhon  dollars ;  1860,  60  million 
dollars;  1882,  186  million  dollars.  The  percentages  of  increase  between 
the  periods  are  50  per  cent,  100  per  cent,  210  per  cent.  No  wonder  that 
Americans  are  led  to  lay  emphasis  on  the  wholesome  effect  it  must  have  on 
a  Legislature  if  its  Minister  of  Finance  has  annually  to  face  a  deficiency  and 
devise  careful  expedients  to  make  ends  meet.  In  applying  Professor  Adams's 
conclusions  to  Great  Britain,  it  must  be  borne  in  mind  that  the  source  of 
America's  colossal  revenue  is  her  protective  tariff.  No  tax  could  be  re- 
mitted without  disorganising  the  industry  of  the  country,  and  it  only 
remained  to  get  rid  of  the  proceeds  of  the  tariff  by  spending  them.  There 
can  be  no  doubt  whatever  that  the  surpluses  in  British  budgets  during 
recent  years  have  contributed  largely  to  the  increase  of  our  public  ex- 
penditure. One  concrete  instance  may  be  given.  Before  the  period  of 
expanding  revenue  had  markedly  set  in,  Mr.  Goschen  appropriated  certain 
indirect  taxes  to  the  subvention  of  definite  departments  of  local  government. 
The  proceeds  of  the  duties  increased  so  phenomenally  that  eventually  there 
was  a  surplus  of  about  two  million  pounds  a  year  after  the  local  expenditure 
had  been  met  to  the  fullest  possible  degree.  These  two  millions  might  have 
been  used  for  the  remission  of  taxation,  but  being  hid  away  in  the  so-called 
"  Local  Taxation  Account "  they  were  removed  from  the  public  ken  and 
little  thought  of.  The  money  was  spent  lately  to  provide  funds  for  carry- 
out  the  Agricultural  Kates  Act.  Estimating  for  surpluses  is  one  of  the 
strongest  enemies  of  economy. 

Next,  we  must  consider  (2)  a  fiscal  emergency  as  occasion  for  the 
employment  of  public  credit.  The  argument  in  favour  of  borrowing  rests 
on  two  considerations :  (1)  On  account  of  the  pressing  nature  of  the  demand 
the  Administration  cannot  wait  until  the  proceeds  of  new  taxes  swell  the 
treasury  fund ;  (2)  Any  measures  which  a  Government  might  take  to  provide 
against  borrowing  under  emergencies  are  bound  up  with  greater  financial 
evils  than  those  entailed  in  the  loan  itself.  As  regards  the  first  argument, 
viz.  the  tardy  movement  of  newly  levied  taxes,  there  can  be  no  question. 
VOL.  V  13 
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Some  considerable  time  is  required  for  a  new  financial  law  to  become 
operative,  and  even  years  may  elapse  before  a  new  tax  can  reach  its  highest 
degree  of  efficiency.  New  taxes  cannot  be  depended  upon  to  meet  a  national 
emergency.  The  fact  that  in  Britain  the  late  Boer  War  saw  the  creation  of 
two  practically  new  taxes,  the  re-imposed  sugar-tax  and  registration  duty 
on  imported  corn,  can  hardly  be  taken  as  evidence  to  the  contrary,  as  the 
long  protraction  of  the  struggle  removed  that  war  from  the  category  of 
emergencies.  It  remains  to  consider  the  second  argument,  viz.  that  any 
other  measure  entails  greater  evils  than  borrowing.  The  alternatives  to 
borrowing  are  twofold :  (a)  To  accumulate  a  war  fund  in  times  of  peace. 
This  is  the  historic  policy  of  Prussia ;  the  expediency  of  its  general  adoption 
is  seldom  discussed  otherwise  than  academically.  It  will  be  sufficient  to 
observe  that  if  the  fund  be  kept  in  specie  the  annual  loss  of  interest  is  a 
grave  consideration.  If  it  is  invested  in  securities  they  will  certainly  have 
to  be  sold  at  a  loss  if  on  the  outbreak  of  war  they  are  thrown  on  the  market. 
While  it  may  possibly  be  useful  to  have  a  certain  fund  in  cash  available  for 
use  during  the  first  hours  after  the  commencement  of  hostilities,  it  is 
generally  considered  that  the  most  economical  way  of  providing  for 
emergencies  is  to  studiously  nurse  the  good  credit  of  the  country,  so  that 
when  sudden  borrowing  takes  place  it  may  be  done  cheaply. 

The  second  alternative  to  borrowing  is  (6)  To  keep  some  particular  tax 
at  a  low  rate  in  ordinary  times  so  that  it  may  be  increased  in  times  of 
emergency.  This  method  is  free  from  the  objections  to  new  taxes,  for  the 
machinery  of  assessment  and  collection  is  already  in  existence.  It  is  the 
traditional  British  policy  with  reference  to  the  income  tax,  and  although 
the  management  of  our  finances  in  this  respect  has  never  altogether 
obviated  the  recourse  to  borrowing,  it  has  certainly  limited  its  amount 
to  a  considerable  extent.  The  historical  instance  is  Gladstone's  effort  to 
conduct  the  Crimean  War  out  of  current  revenue,  an  attempt  which 
entailed  an  income  tax  of  Is.  4d.  and  Is.  lid.  Most  grave  objections 
have  been  urged  against  this  policy.  It  inevitably  relegates  the  income 
tax  to  a  subordinate  position  in  the  finances  of  the  country,  for  the  rate 
must  be  kept  so  low  as  to  be  capable  of  great  and  sudden  expansion 
without  risk  of  political  rebellion.  An  income  tax  which  in  ordinary 
times  occupies  this  secondary  standing  involves  a  highly  unsatisfactory 
system  of  taxation,  for  the  income  tax  is  the  tax  which  most  fully  satisfies 
the  canon  of  contribution  according  to  ability,  i.e.  according  to  income. 
Other  taxes  are  paid  in  most  varying  proportions,  but  generally  with  this 
characteristic,  that  all  the  productive  taxes  (like  indirect  taxes  which  raise 
about  two-thirds  of  our  revenue)  fall  more  heavily  on  the  poor  than  on  the 
rich.  This  is  the  great  objection  to  a  systematically  repressed  income  tax. 
Great  Britain  is  the  only  country  which  admits  the  financial  practice  of  a 
low  income  tax  for  the  purpose  of  avoiding  the  recourse  to  loans  under 
emergency.     At  best  it  only  lessens  the  borrowing  and  does  not  prevent  it. 

The  next  great  question  which  claims  our  attention  in  connection  with 
national  debts  is  the  determination  of  the  principles  which  would  regulate 
their  management.  There  can  be  no  controversy  respecting  the  purpose 
that  should  control  the  direction  of  this  department  of  finance.  The  pay- 
ments entailed  are  a  continuous  drain  upon  the  resources  of  the  people,  and 
it  consequently  becomes  the  duty  of  the  financier  to  lighten  by  every  possible 
means  the  burden  imposed.  Professor  Adams  enumerates  three  ideas  which 
may  properly  direct  the  policy  of  a  Government  in  this  respect : — 

1.  The  evils  of  a  debt  may  be  mitigated  if  public  obligations  are  made  to 
perform  some  useful  service. 
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2.  The  burden  of  a  debt  may  be  lightened  by  reducing  the  rate  of 

interest  paid. 

3.  The  burden  of  a  debt  may  be  extinguished  by  repayment  of  the 

capital  borrowed. 

It  is  difficult  to  overestimate  the  convenience  we  derive  from  the 
character  of  national  debts  as  investments.  It  does  not  seem  necessary  to 
enumerate  and  classify  the  various  investors  in  public  funds. 

The  conversion  of  a  national  debt — that  is  to  say,  the  lowering  of  the  rate 
of  interest — has  the  natural  effect  of  reducing  the  burden  imposed  on  the 
public  treasury.  Under  what  conditions  will  it  be  possible  to  induce 
creditors  to  submit  to  decreased  interest  ?  A  Government  is  in  a  position 
to  secure  a  reduction  in  the  rate  of  interest  which  it  pays — {a)  When  it  holds 
the  legal  right  to  expunge  the  debt  through  payment  of  the  principal ;  and 
(h)  When  the  ruling  rate  of  interest  in  the  market  is  less  than  the  rate 
mentioned  in  the  bond.  These  two  conditions  fulfilled,  a  Government  may 
offer  its  creditors  the  alternative  of  accepting  lower  interest  or  taking 
repayment.  The  offer  of  payment  must  be  made  under  such  conditions 
that  the  demand  of  any  creditor  who  desires  cash  instead  of  a  new  bond 
may  be  promptly  met.  It  is  not  necessary  that  a  sum  of  money  should  be 
collected  adequate  to  the  payment  of  the  entire  debt.  It  is  only  required 
that  public  credit  should  be  so  firm,  and  the  money  market  in  such  a 
condition,  that  the  Government  is  morally  certain  of  its  ability  to  borrow 
fresh  capital  at  the  rates  for  which  it  offers  its  new  bonds.  Unless  this 
condition  is  fulfilled  the  attempted  reduction  in  the  rate  of  interest  on  the 
debt  will  end  in  fiasco.  There  is  one  more  consideration,  less  immediate 
in  its  bearing  on  the  momentary  success  of  the  conversion,  but  of  the 
greatest  ultimate  importance  for  the  good  management  of  a  national  debt, 
and  that  is  the  principle  that  no  Government  should  assent  to  a  plan  of 
conversion  by  which  the  policy  of  debt-repayment  will  be  embarrassed. 
Perhaps  there  is  no  temptation  presented  to  the  financier  so  alluring  as  that 
which  leads  him  to  sacrifice  control  over  a  debt  for  a  slight  though 
immediate  reduction  in  the  annual  payment  for  interest.  The  most  common 
instance  of  this  mistake  may  be  cited  as  an  example.  Suppose  that  money 
is  worth  3  per  cent,  but  that  the  Government  is  paying  3^  per  cent  on  its 
debt.  It  is  certain  that  the  debt  of  the  country  can  be  converted  into 
3  per  cent  stock  issued  at  par.  But  the  financier  is  not  satisfied  with  this. 
He  sees  that  by  granting  a  guarantee  against  new  conversion  (implying, 
that  is,  a  guarantee  against  redemption  as  well)  for  twenty  or  thirty  years, 
he  can  yet  further  reduce  the  immediate  burden,  and  the  greater  the 
reduction  the  greater  wiU  be  his  reputation.  It  is  against  this  choice  that 
sound  financial  principles  utter  their  strongest  protest.  It  is  quite  probable 
that  before  thirty  years  shall  have  expired  a  lower  rate  of  interest  than 
the  3  per  cent  paid  might  be  secured,  in  which  case  what  is  gained  at  the 
beginning  of  the  period  is  lost  at  its  close.  A  flagrant  instance  of  this  kind 
occurs  in  the  national  debt  of  the  United  States.  Three-quarters  of  a 
billion  of  their  debt  bears  4  per  cent  interest,  and  this  payment  must  be 
continued  tiU  1907.  This  enormous  national  loss  is  all  due  to  an  error  in 
judgment  on  the  part  of  Congress  in  1870.  Other  questions  of  a  technical 
character  arise  in  the  course  of  converting  a  national  debt.  Thus,  it  is 
necessary  to  decide  whether  the  operation  shall  be  carried  on  so  as  to 
decrease  the  principal  of  the  debt,  or  so  as  to  increase  the  principal,  or  in  such 
a  manner  that  the  new  debt  shall  be  the  same  as  the  old.  In  the  first  case 
conversion  is  said  to  have  taken  place  at  a  premium ;  in  the  second,  at  a 
discount ;  in  the  third,  at  par.     It  may  be  observed  that  the  most  over- 
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whelming  reasons  must  be  adduced  before  stock  is  issued  at  a  discount. 
(See  Professor  Bastable's  Public  Finance.)  The  classical  instance  of  the 
century  is  the  management  of  the  British  debt  during  the  Napoleonic  Wars. 
From  1793  to  1801  a  3  per  cent  stock  was  issued  on  an  average  at  £57 : 7 : 6 
per  £100  stock,  and  from  1803  to  the  termination  of  the  war  the  average 
price  of  issue  was  £60 :  7  : 6  (Nicholson,  Principles,  iii.  405). 

The  repayment  of  a  national  debt  raises  many  intricate  questions,  and 
the  first  is  the  problem  whether  a  national  debt  should  be  expunged  at  all. 
There  are  two  arguments  put  forward  by  those  who  defend  the  policy  of 
perpetual  indebtedness.  It  is  claimed,  in  the  first  place,  that  the  pressure 
of  a  public  debt  is  necessarily  decreased  from  year  to  year  by  the  gradual 
depreciation  in  the  value  of  the  monetary  unit  in  which  all  obligations  are 
expressed.  According  to  Jevons,  this  reduction  of  national  debt  is  one  of 
the  most  remarkable  effects  of  the  movement  of  prices,  due  to  depreciation 
of  the  monetary  standard.  The  national  debt  of  Great  Britain  amounted 
in  1860  to  about  £820,000,000,  with  an  annual  charge  of  £26,000,000.  A 
gold  depreciation  of  9  per  cent  must  have  effected  a  reduction  in  the  capital 
of  about  £75,000,000,  and  in  the  interest  of  about  £2,500,000.  In  reply  to 
this  argument,  it  may  be  stated  that  the  depreciation  of  gold  is  extremely 
slow,  and  that  such  tardy  working  is  not  worthy  of  the  serious  consideration 
of  statesmen.  The  second  argument  for  perpetual  indebtedness  is  more 
important.  A  national  debt  can  only  be  repaid  out  of  surplus  revenue, 
and  the  burdens  imposed  at  any  time  upon  the  industries  of  a  country 
should  be  as  light  as  possible.  A  wise  policy,  it  is  claimed,  demands  that 
the  entire  energy  of  the  country  be  given  to  the  development  of  industries ; 
the  financial  ability  of  a  country  may  be  so  greatly  enhanced  that  the 
pressure  of  debt  will  cease  to  be  felt.  The  experience  of  Great  Britain  is 
often  cited  in  support  of  this  view.  In  1815  the  pressure  of  her  debt  was 
equivalent  to  9  per  cent  of  her  income ;  now  it  is  less  than  2  per  cent.  As 
far  as  the  facts  are  concerned  there  is  no  room  for  controversy.  But  many 
other  considerations  have  to  be  taken  into  account.  If  we  were  sure  that 
the  rate  of  progress  of  the  past  century  would  normally  continue  the  case 
might  be  settled,  but  a  check  to  progress  is  possible.  Most  important  of 
all  is  the  consideration  that  credit  is  a  treasure,  and  that  repayment  of  debt 
makes  future  borrowing  more  easy. 

Assuming,  then,  that  public  obligations  should  be  paid  as  rapidly  as  the 
industrial  condition  of  the  country  shows  to  be  desirable,  we  must  inquire 
into  the  most  appropriate  method  of  procedure.  The  notorious  Sinking 
Fund  at  the  time  of  Pitt,  and  all  the  financial  follies  it  involved,  is  a 
matter  now  of  purely  historic  interest.  (For  particulars  see  Bastable,  Pub. 
Fin.  p.  651,  where  further  authorities  are  quoted.)  In  the  same  position 
are  the  terminable  annuities  of  the  seventeenth  century,  which  were  ren- 
dered more  attractive  by  the  introduction  of  the  gambling  element  in  the 
form  of  lotteries  and  tontines.  The  last  holder  of  a  tontine  died  in  1870. 
For  an  original  investment  of  £100  at  his  birth  in  1777,  he  received  about 
£8000  income  in  the  last  year  of  his  life  (Nicholson,  Princ.  iii.  404). 
False  views  of  debt  payment  did  not,  however,  disappear  with  the  abolition 
of  Pitt's  Sinking  Fund  and  of  tontines.  Terminable  annuities  of  the 
ordinary  kind  as  a  means  of  debt  extinction  were  established  in  1808  and 
still  prevail.  Methods  of  this  sort  are  objectionable  on  the  ground  that 
they  draw  the  Government  into  the  highly  complicated  business  of  life 
insurance,  and  expose  it  to  the  risk  of  actuarial  miscalculations,  such  as 
have  in  reality  occurred,  much  to  the  benefit  of  certain  annuitants,  much 
to  the  loss  of  taxpayers.     The  argument  in  their  favour  is  expressed  in 
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Gladstone's  belief  that  the  people  can  only  be  induced  to  repay  the  debt 
if  the  operation  is  hidden  from  them.  An  open  surplus  will  raise  clamours 
for  remissions  of  taxation  instead  of  payment  of  debt.  Professor  Adams, 
therefore,  concludes  that  the  use  of  annuities  is  a  confession  of  inability  to 
administer  the  debt  on  sound  principles. 

The  best  method  of  repaying  debt  is  that  introduced  by  Gallatin  in  the 
United  States  by  a  law  of  1802,  and  now  adopted  in  Great  Britain.  It 
consists  in  making  a  permanent  appropriation  to  the  debt-service  of  a  sum 
larger  than  is  necessary  to  meet  the  charge  of  interest,  the  surplus  going  in 
reduction  of  capital.  But  this  appropriation  need  not  be  inviolable ;  indeed, 
it  should  not  be.  A  Government  should  always  be  at  liberty  in  time  of 
emergency  to  divert  money  held  for  the  payment  of  debt  to  the  support  of 
more  pressingly  necessary  services.  It  may  be  said  that  such  a  policy  is 
dangerous,  and  that  without  inviolable  payments  the  country  runs  the  risk 
of  a  perpetual  debt.  The  experience  of  Britain  during  late  years,  with 
annually  recurring  "  inroads  on  the  Sinking  Fund,"  as  they  are  called, 
affords  ample  illustration.  On  the  other  hand,  the  "  inviolable  "  amounts 
had  full  trial  at  the  commencement,  and  proved  themselves  expensive  as 
well  as  ultimately  untrustworthy.  There  is  another  reason,  besides  national 
emergency,  which  may  justify  a  Government  in  staying  the  redemption  of 
debt.  The  surplus  arising  on  the  permanent  appropriation  to  the  debt 
service  will  usually  be  applied  in  purchasing  stock  and  cancelling  it. 
Should  the  market  price  of  the  stock  be  below  par  the  Government  will  do 
good  business  in  redeeming  its  obligations.  If,  however,  prices  reign,  such 
as  those  between  1896  and  1899,  when  Government  securities  stood  well 
over  110  for  considerable  periods,  a  prudent  Chancellor  of  the  Exchequer 
will  hesitate  to  cancel  debt  at  such  a  sacrifice.  We  see,  therefore,  that  in 
general  the  management  of  a  national  debt  demands  not  so  much  dogged 
adherence  to  preconceived  principles,  but  rather  a  careful  judgment  of  each 
particular  case  on  its  merits.  This  circumstance  adds  greatly  to  the  difii- 
culty  of  securing  a  truly  sound  policy.  J.  Eow-FoGO. 

NegCOtiable  Instrument. — An  instrument,  or  document  of 
debt,  is  negotiable  when  the  title  to  the  debt,  or  other  right  represented 
by  it,  passes  unaffected  by  any  defect  or  want  of  title  of  the  deliverer,  by 
the  mere  delivery  of  the  instrument  to  anyone  who  takes  it  for  value  and 
in  good  faith.  Bills  of  exchange,  promissory  notes,  cheques,  circular  notes, 
bank  notes,  and  scrip  expressed  to  be  payable  to  bearer,  are  negotiable 
instruments. 

Neti — Without  any  further  deduction. 

Nominal  Capital.  See  Capital  of  Joint  Stock  Companies, 
vol  ii  p.  16. 

NOS. — Contraction  for  numbers. 

Notarial  Act  or  Instrument  is  a  deed  or  writing,  made 
and  given  under  the  hand  of  a  notary  public,  as  a  proof  and  evidence  that 
something  has  been  legally  done  as  therein  represented.  The  notary  who 
signs  such  an  instrument  is,  in  most  countries,  regarded  as  an  officer  of 
the  law,  and  acts  practically  as  a  witness  to  any  solemn  or  formal  act,  his 
certificate  or  instrument  narrating  and  attesting  this  fact  being  (except 
perhaps  in  England)  accepted  in  law  as  sufficient  evidence. 
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Probably  the  largest  number  of  instruments  which  a  notary  is  called 
upon  to  execute  are  protests  in  respect  to  the  failure  to  accept  or  pay  bills 
of  exchange.  In  Scotland  a  notarial  certificate  of  the  creditors  having 
demanded  payment  of  the  principal  in  a  bond  is  a  necessary  step  before 
closure. 

Again,  in  seaport  towns  a  notary  is  frequently  called  on  to  record  a 
protest  against  wind  and  weather,  the  failure  to  provide  a  berth  for  a  ship, 
to  take  delivery  of  a  cargo  timeously,  and  the  endless  variety  of  incidents 
common  in  maritime  protests.  These  he  records  in  his  noting  or 
protocol  book,  and  when  called  on  extends  them  in  the  form  of  an  Act  or 
instrument  certified  by  his  signature  and  seal. 

In  Scotland  notaries  may  execute  deeds  for  parties  unable  to  write. 

Not  NegCOtiable. — This  somewhat  unfortunately  expressed  term 
is  used  in  crossing  a  cheque,  and  signifies  that  the  person  who  takes  the 
cheque  does  not  acquire,  and  cannot  give,  a  better  title  to  the  cheque  than 
that  which  the  person  from  whom  he  took  it  had  (Bills  of  Exchange  Act 
1882,  sec.  81).  A  cheque  so  crossed  does  not  mean  that  it  is  not  transferable, 
because  a  cheque  so  crossed  may  be  transferred  by  endorsement  or  delivery 
like  any  other  cheque,  but  the  transferee  takes  it  subject  to  any  defect  of 
title  of  the  transferor. 

To  make  a  cheque  or  bill  not  transferable  the  drawer  or  endorser  must 
add  words  making  it  perfectly  clear  that  such  transfer  is  prohibited. 
Thus,  a  cheque  drawn  in  favour  of  "  John  Smith  only  "  must  be  paid  to 
John  Smith,  and  the  cheque  cannot  be  endorsed  by  him  and  transferred  to 
some  one  else.  See  "Banking,"  vol.  i.  p.  231;  "Bills  of  Exchange, 
vol.  i.  p.  370 ;  "  Cheque,"  vol.  ii.  p.  76. 

Notour  Bankruptcy.  See  Bankeuptcy  (Scotland),  vol.  i. 
p.  331. 

Novation  is  the  substitution  of  a  new  debt  or  obligation  for  an  old 
one,  and  is  thus  distinguished  from  delegation,  which  is  the  substitution  of 
a  new  debtor.  The  presumption  of  law  is  against  novation,  and  in  favour 
of  the  new  obligation  being  regarded  as  an  additional  security  to  the 
creditor.  The  effect  of  novation  is  to  discharge  and  extinguish  the  original 
debt  or  obligation.  So  the  taking  of  a  bond  in  place  of  a  bill  may  operate 
discharge  of  the  bill,  particularly  if  the  bill  be  delivered  up  by  the  creditor. 
The  retention  by  the  creditor  of  the  old  document  of  debt  raises  a  pre- 
sumption against  novation.  In  order  to  avoid  novation  it  should  be  stated 
that  the  new  document  is  granted  without  prejudice  to  the  debt  constituted 
by  the  original  document.  Thus,  when  a  heritable  security  is  taken  for  a 
sum  already  due  under  a  bill,  in  order  to  avoid  all  questions  it  should 
be  declared  that  the  bill  is  not  to  be  held  as  paid  or  extinguished,  and  that 
renewal  of  the  biU  is  not  to  operate  novation.  The  bond  as  a  security  for  a 
prior  debt  might  be  cut  down  by  the  subsequent  bankruptcy  of  the  granter 
within  sixty  days,  under  the  Act  1696,  c.  5,  and  if  the  bill  were  held  to 
be  extinguished  by  novation  the  creditor  would  be  left  with  nothing  (see 
Black  V.  Cuthhertson,  15th  December  1814,  E.G.), 

The  taking  of  a  bill  for  the  amount  of  a  current  account  or  book  debt 
does  not  imply  novation.  John  K.  Laidlaw. 

Oath  on  Reference. — In  Scotland  when  a  person  is  unable  to 
prove  his  case  in  any  other  way,  he  may  refer  the  matter  in  dispute,  or 
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some  particular  part  of  it,  to  the  oath  of  his  adversary,  unless  the  latter  has 
been  already  examined  as  a  witness.  This  is  termed  a  "  reference  to  oath." 
The  party  who  refers  agrees  to  accept  the  testimony  of  his  adversary,  and 
the  adversary  agrees  to  give  the  evidence,  but  only  on  condition  that  it 
shall  be  final  and  conclusive  of  the  matter  referred. 

Offer  and  Acceptance.    See  Contract,  vol.  ii.  p.  243. 

Official  Assignees. — The  committee  of  the  Stock  Exchange 
appoint  official  liquidators,  termed  official  assignees,  to  collect  and  ad- 
minister the  estates  of  defaulting  members.  The  duties  of  an  official 
assignee  are  to  obtain  from  the  defaulter  his  books  of  account  and  a  state- 
ment of  the  sums  owing  to  and  by  him,  to  attend  meetings  of  creditors, 
to  investigate  the  transactions  of  the  defaulting  member,  manage  the 
estate,  and  distribute  the  assets  pro  rdta  among  the  creditors. 

Official  Receivers.     See  Bankruptcy  (England),  vol.  i.  p.  282. 

Oncost  or  Expenses. — The  origin  of  the  term  "Oncost "is 
obscure ;  it  may  have  arisen  from  the  idea  of  expenses  as  being  something 
added  "on  to  cost,"  taking  cost  as  the  prime  or  first  cost  in  labour  and 
materials.  The  word  now  signifies  the  "  expenses  "  or  "  charges  "  incurred  in 
keeping  up  a  factory  or  establishment,  in  paying  for  its  administration,  and 
in  disposing  of  its  goods  and  products.  It  has  also  been  defined  as  the 
indirect  expenditure  incurred  for  the  purpose  of  increasing  the  productive 
power  of  organised  labour ;  but  this  narrows  the  significance  of  the  word, 
and  in  what  follows  the  term  is  used  to  cover  all  the  elements  in  a  product 
which  do  not  fall  under  productive  labour,  materials,  or  profit. 

Economic  Aspect  of  Question 

The  economic  importance  of  the  subject  may  be  first  noted,  and 
especially  the  light  which  its  study  throws  upon  the  Kicardian  teaching 
that  price  generally  varies  with  cost  of  production.  It  becomes  clear  that, 
owing  to  the  increase  of  machinery  and  the  intensity  of  Trust-  and 
Tariff-fostered  competition,  a  very  careful  definition  or  analysis  of  "  cost  of 
production  "  is  required  if  this  doctrine  is  to  remain  anything  hke  universally 
true,  i.e.  the  cost  of  production  that  fixes  the  price  must  be  not  prime  cost 
of  labour  and  materials  only,  but  a  full  schedule  of  costs  including  every 
item  of  oncost  or  indirect  expenses. 

The  enormous  increase  in  the  amount  of  capital  permanently  invested 
in  manufacturing  industries — "fixed  capital"  as  it  is  called — correspondingly 
increases  the  "  fixed  charges  "  as  an  element  in  cost.  Further,  as  machinery 
supplants  labour  a  change  takes  place  in  the  analysis  of  costs,  the  proportion 
of  fixed  charges,  oncost,  and  expenses  grows,  and  the  proportion  of  wages  to 
total  cost  diminishes.  Men  may  be  dismissed,  hands  reduced  in  times 
of  depression,  but  machines  may  not ;  if  they  stand  idle  their  attendant 
charges  for  site,  interest,  and  depreciation  still  run  on.  The  reducible  and 
controllable  factors  therefore  tend  to  decrease,  the  fixed  and  irreducible 
factors  to  increase.  The  more  machinery  a  manufacturer  introduces  the 
more  is  he  at  the  mercy  of  the  market,  up  to  the  point  of  sacrificing  all 
oncost.  Hence  occasions  arise  where  it  is  the  lesser  evil  to  keep  machines 
at  work  producing  at  some  loss  rather  than  suspend  work  and  so 
sustain  a  greater  loss.     In  other  words,  it  may  be  expedient  to  sell  at  a 
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price  which  yields  enough  to  pay  for  wages  and  material  with  something 
left  over  in  addition,  however  small,  towards  oncost — let  the  contribution 
towards  oncost  be  ever  so  little,  it  is  better  than  no  contribution  at  all. 
In  these  circumstances  the  price  does  not  vary  with  the  cost. 

But  the  importance  of  the  distinction  becomes  still  more  marked 
where  the  manufacturer  desires,  for  instance,  (a)  to  prevent  competitors 
gaining  a  footing,  or  (b)  to  steal  away  a  competitor's  market,  or  (c)  to 
dispose  of  or  "dump"  surplus  product  in  a  foreign  market  to  avoid 
glutting  a  protected  home  market.  In  these  and  similar  cases  not  only 
may  all  oncost  be  sacrificed,  but  prices  may  be  cut  down  below  the  total 
of  prime  cost  (material  and  labour)  in  the  hope  of  ultimate  advantage. 
All  these  commercial  problems  emphasise  the  manufacturers'  need  of  exact 
knowledge  of  where  the  various  sets  of  conditions  emerge,  and  when  the 
different  stages  of  cost  are  reached. 

Economists  contrast  the  law  of  "  diminishing  returns "  in  agriculture 
with  that  of  "  increasing  returns  "  in  manufactures,  the  latter  being  merely 
the  business  axiom  that  the  larger  the  scale  of  the  business  the  greater  its  profit 
owing  to  the  distribution  of  its  expenses  and  charges  over  a  full  production. 
This  law  is  subject  to  the  proviso  that  prices  must  yield  some  contribution 
towards  expenses,  otherwise  the  greater  the  turnover  or  output  the  greater 
the  loss.  In  other  words,  the  law  applies  to  the  items  of  oncost,  not  to 
labour  and  materials  utilised  in  production,  as  these  latter  vary  with  the 
volume  of  work  done  and  goods  produced.  Business  men  are  sometimes 
painfully  reminded  of  the  importance  of  this  proviso  by  cases  of  a  rapidly 
increasing  business  or  department,  where  its  easy  development  has  been 
afterwards  traced  to  some  errors  in  calculation  or  in  the  principle  of  costing, 
no  margin  or  an  insufficient  margin  having  been  provided  for  expenses.  It  is 
easy  to  sell  under  cost.  If  it  is  done  in  full  knowledge  and  as  part  of  a  set 
policy  of  extension  it  may  be  defensible ;  if  it  is  done  through  ignorance  or 
carelessness  it  is  inexcusable.  (See  article  "  Accounting  in  its  relation 
TO  Economics,"  vol.  i.  p.  24.) 

Direct  and  Indirect  Expenses 

The  broadest  division  of  expenses  is  into  direct  and  indirect  expenses, 
and  the  distinction  is  radical  and  important. 

Direct  expenses  include  those  which  can  at  once  be  charged  to  a  particular 
contract,  piece  of  work,  or  a  department  of  a  business,  and  include  wages  of 
foremen  and  superintendents  and  of  general  hands,  outlay  for  fuel,  lighting, 
heating,  etc. ;  rent,  taxes,  and  insurance ;  and,  if  these  can  be  separated, 
depreciation  and  upkeep  of  special  machinery  used  in  a  department.  Strictly 
speaking,  direct  expenses  are  elements  in  prime  cost,  and  in  a  proper  system 
should  be  so  treated ;  that  is,  they  are  expenses  of  production  rather  than 
of  distribution. 

Indirect  expenses  may  perhaps  best  be  defined  negatively,  as  all  expenses 
other  than  direct  expenses ;  that  is,  all  expenses  that  cannot  be  applied  to 
a  particular  contract  or  department.  Generally  they  are  expenses  of  dis- 
tribution, of  finance,  of  general  control,  and  are  not  so  closely  connected 
with  production  as  direct  expenses  are.  They  include  office  salaries  and 
office  expenses,  bad  debts,  and  interest  on  capital  and  loans. 

The  distinction  between  direct  and  indirect  expenses  may  not  at  first 
seem  clear ;  it  is  one  of  the  refinements  of  book-keeping ;  and  where  there  are 
no  large  contracts,  and  no  departments  of  a  business,  it  will  often  vanish ;  but, 
as  a  general  rule,  it  wiU  be  found  useful  to  observe  the  distinction.     For 
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instance,  in  opening  or  remodelling  a  set  of  books  a  clear  grasp  of  the  distinc- 
tion will  enable  a  list  of  accounts  to  be  framed  with  sufficient  completeness 
to  supply  all  the  materials  for  ascertaining  the  cost  of  goods  and  the  result 
of  trading,  and  that  without  prescribing  the  unduly  detailed  analysis  of 
expenditure  which  book-keepers  so  detest.  It  is  difficult  to  observe  minute 
distinctions  in  the  pressure  of  work,  and  at  the  year's  end  further  analysis 
can  be  made  as  required. 

The  above  definitions  are  necessarily  general ;  if  it  were  possible  to  deal 
with  some  particular  trade  they  might  be  more  distinct. 

Geneeal  Analysis 

The  following  is  a  general  analysis  of  oncost  or  expenses : — 

Direct  Expenses  of  Production 

Lighting  and  Heating  "j 

Eent,  Taxes,  and  Insurance    J- of  Plant  and  Buildings. 

Depreciation  and  Upholding  J 

Motive  Power. 

Wages  of  Superintendence,  Foremen,  Cleaners,  etc. 

Royalties,  Wayleaves,  Patent  Fees. 

Indirect  Expenses  of  Distribution  and  Administration 

Salaries  of  Directors,  Officers,  and  Managers. 
Upkeep  of  Office,  Store,  and  Warehouse. 
Interest  and  Financing  Expenses. 
Advertising,  and  Travellers'  Salaries,  Commission, 

and  Expenses. 
Bad  Debts. 

The  terms  used  above  are  preferable  to  others  which  are  in  general  use ; 
but  to  avoid  confusion  the  various  synonyms  may  be  grouped  as  follows : — 

Owcos<= Expenses  •  Fixed  Charges  ;  Expense  Burden ;  Dead  Expenses. 

Divided  into — 


Direct  Expenses  or  Indirect  Expenses  07* 


Making 

Factory 

Shop 

Works 

Production 

Manufacturing 


Selling  X 

Charges  Administration 

Q°  Distribution 

^  ■  Establishment 

Commercial 
Office 
Non-productive>' 


Charges 

or 
Expenses. 


Very  rarely  are  these  distinctions  observed,  even  in  costing  systems 
which  may  be  quite  scientific  in  their  other  records  of  wages  and  materials. 
Yet  it  is  of  considerable  importance  to  divide  the  expenses  connected  with 
manufacturing  from  those  connected  with  selling — to  separate  direct  or  pro- 
ductive oncost  from  indirect  or  sales  oncost. 

The  reasons  for  the  main  distinction  are — 

(a)  The  incidence  and  allocation  of  direct  expense  is  different  from  that 
of  indirect  expense. 

(6)  Direct  expenses  are  more  clearly  foreseen  and  estimated;  each 
manufactured  article,  and,  if  necessary,  each  manufacturing  operation,  may 
have  attached  to  it  a  very  close  approximation  to  its  proper  share  of  power, 
rent,  superintendence,  and  other  expenses  of  production. 
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Much  of  indirect  expense,  on  the  other  hand,  is  fluctuating,  and  is  un- 
connected with  the  conditions  of  the  particular  business ;  it  may  vary  with 
the  state  of  trade,  conditions  of  the  money  market,  etc.,  and  may  be  entirely 
wanting  in  concrete  results. 

Items  arise  in  practice  which  may  cause  some  doubt  as  to  their  classi- 
fication; other  items  obviously  apply  to  both  works  and  office,  such  as 
wages  for  general  direction ;  but  any  one  bringing  a  careful  and  impartial 
judgment  to  bear  on  all  the  data  will  find  no  real  difficulty  in  arriving  at  a 
classification  and  allocation  which  will  serve  all  practical  purposes. 


Classification  of  Expenses 

There  are  two  main  branches  of  the  subject  of  oncost : — 

First  The  steps  necessary  to  ascertain  and  classify  actual  expenses  as 
a  guide  to  estimating  future  expenses. 

Second.  The  methods  of  allocating  and  distributing  the  estimated 
expenses  over  the  work  as  it  is  done. 

Ascertaining  Oncost. — Wages  and  materials  admit  of  exact  determina- 
tion ;  they  are  paid  for  in  definite  units,  which  can  be  recorded  from  day 
to  day  as  they  are  used.  But  expenses  must  be  estimated.  In  a  new 
business  this  is  obvious,  and  even  in  an  established  concern  expenses 
may  be  determined  with  precision  only  after  they  are  incurred — say  when 
the  books  are  balanced.  In  current  costing  they  must  therefore  be 
estimated  from  past  results  and  applied  to  the  work  in  hand  by  some 
more  or  less  arbitrary  means.  Important  factors  in  the  calculations 
which  increase  the  uncertainty  of  such  estimates  are  (a)  the  variation  of 
the  actual  expenses,  and  (&)  fluctuations  in  the  volume  of  work.  Absolute 
axjcuracy  is  therefore  impossible,  but  experience  shows  that  with  reasonable 
care  and  a  proper  system  a  sufficiently  reliable  approximation  can  be  obtained. 
The  essential  point  is  to  reduce  to  a  minimum  the  assumptions  and  the 
variable  elements.     This  may  be  effected  mainly  in  two  directions : — 

(a)  Careful  preliminary  dissection  and  determination  of  actual  expenses. 
The  value  of  careful  division  of  expenses,  of  getting  down  to  the  foundation, 
is  often  overlooked.  Nothing  helps  to  restrict  expenses  so  much  as  know- 
ledge of  the  items  that  compose  them.  Much  doubt  and  suspense  may  be 
ended  and  economies  effected  by  ceasing  to  slump,  by  analysing  "  sundries  " 
and  "  shop "  accounts.  To  reduce  costs  one  must  know  costs.  Of  course 
judgment  and  discretion  must  be  used  in  considering  how  far  detail  is 
called  for ;  minute  distinctions,  unless  found  specially  useful,  are  apt  to  be 
disregarded  in  practice. 

(6)  The  value  of  the  oncost  estimates  is  much  enhanced  by  revising 
them  at  short  intervals  and  comparing  them  with  the  actual  expenses 
and  the  volume  of  work,  without  waiting  for  the  annual  balance.  The 
obvious  duty  after  ascertaining  expenses  is  to  utilise  the  information 
immediately  in  order  to  readjust,  if  necessary,  the  estimate  of  oncost  used 
in  costing ;  a  stereotyped  and  fallacious  percentage  is  too  often  continued 
from  year  to  year,  when  a  few  hours'  work  would  reveal  most  material  errors. 

Indibect  Expenses 

Ascertaining  Indirect  Expenses. — Indirect  or  administrative  expenses 
may  be  first  explained,  as  they  are  less  complex  and  more  clearly  illustrate 
leading  principles. 
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Merchant  businesses  and  distributing  concerns  are  conducted  with  such 
expenses  alone.  They  escape  direct  or  productive  expense,  and  therefore 
form  a  simple  group.  Of  these  the  retail  shopkeeper  is  the  simplest  case, 
and  may  be  referred  to  merely  to  exemplify  the  principle  of  diminishing 
expense  or  "  increasing  returns."  His  expenses  are  practically  stationary, 
consisting  of  rent,  taxes,  lighting,  other  charges,  and  salesmen's  wages ;  up 
to  a  certain  point,  therefore,  all  the  retailer's  gross  profit  is  absorbed  by  such 
fixed  charges,  but  beyond  that  point,  and  up  to  the  capacity  of  his  premises 
and  his  salesmen,  the  whole  surplus  may  be  profit.  For  instance,  assume  a 
shop  where  the  rent,  wages,  and  charges  amount  to  £600  per  annum,  and 
the  gross  profit  to  50  per  cent  of  the  sales.  If  the  sales  amount  to  £100 
per  month  or  £1200  per  annum,  the  expenses  are  met  but  no  profit  remains 
— to  that  point  the  shopkeeper  is,  as  he  says,  "  working  for  his  landlord  " ; 
but  if  the  sales  increase  beyond  £100  per  month,  of  every  additional  two- 
pence drawn,  practically  one  penny  is  clear  profit,  the  turning-point 
having  been  reached  when  the  sales  exceeded  £100  per  month. 

Take  a  more  complicated  case — say  of  a  distributive  business  having 
several  departments,  each  dealing  with  finished  products.  Suppose  in  one 
department  the  goods  are  well  known,  require  no  introduction  to  the  market, 
and  are  in  regular  demand — form  a  staple  trade,  in  fact ;  while  in  another 
the  distributor  has  specialties  or  novelties  to  introduce.  He  advertises 
freely  the  merits  of  his  novelties,  and  employs  travellers  to  press  them  upon 
all  likely  customers.  It  is  obvious  that  such  a  merchant  should  carefully 
analyse  his  expenses  and  consider  their  incidence  in  determining  his  cost 
price.  If  he  lumps  all  his  expenses  together,  and  says  roughly  it  costs 
£1500  or  £1600  a  year  to  run  the  business  and  to  turn  over  £15,000,  he 
may  assume  that  he  must  get  at  least  a  margin  of  10  per  cent  on  his 
sales  before  any  profit  accrues  to  him ;  but  he  may  be  quite  wrong,  and  may 
be  unwittingly  selling  his  specialties  too  cheaply,  and  handicapping  himself 
in  his  general  staple  trade.  A  little  departmental  costing  will  make 
this  clear.  Assuming  that  the  advertising  and  travelling  is  necessary 
only  for  the  specialties,  the  expenses  should  be  analysed  somewhat  in 
this  way : — 

General  Administration. — Applicable   to   tlie   whole   business, 

sucb  as  office  salaries,  rent,  financing,  etc.,  say        .  .      £600 

Distribution  of  Specialties — such  as  travellers'  salaries,  com- 
mission, and  expenses,  say  £400  ;  advertising,  £500  ;  and 
warehouse  rent  and  upkeep,  £100  .         .  .  .       1000 


Total  ,    £1600 


Then  the  turnover  must  also  be  analysed,  and  assuming  that  it  is 
£10,000  in  general  business  and  £5000  in  specialties,  it  is  obvious  that 
the  main  part  of  the  business  could  pay  at  any  margin  over  6  per  cent 
upon  its  turnover,  that  being  the  proportion  which  £600  (the  total  general 
expenses)  bears  to  £10,000  of  staple  merchant  turnover ;  but  as  the  special 
branch  should  also  bear  some  proportion  of  general  administration  the  pay- 
ing margin  upon  the  merchant  business  is  less  than  6  per  cent,  being  4  per 
cent  if  the  general  administration  is  spread  equally  over  the  whole  turnover. 
The  special  branch  must  yield  first  £1000  to  meet  its  special  expenses,  or 
20  per  cent  on  its  turnover,  increased  to  24  per  cent  if  it  contribute  to  the 
general  administration  expense  in  proportion  to  its  turnover. 

The  result  is  briefly  shown  thus : — 
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Special  Branch. — Turnover  £6000 — 

Advertisement  and  distribution  expenses  at  20  per  cent    .   £1000 
Administration  expenses  (proportion)  at  4  per  cent  .        200 

£1200 
Merchant  Business. — Turnover  £10,000 — 

Administration  expenses  (proportion)  at  4  per  cent  .        400 


Total  expenses   .  .  £1600 

In  such  a  calculation  every  element  is  reduced  to  its  simplest  possible 
terms,  and  suggests  the  criticism  that  no  business  man  need  be  informed  on 
such  trifling  details.  But  in  practice  few  cases  are  so  clear;  depart- 
ments may  differ  from  each  other  only  by  smaU  gradations.  Yet 
the  underlying  principle  remains,  that  overhead  and  hearsay  estimates 
of  oncost  are  highly  dangerous,  and  in  a  well-organised  concern  their 
place  is  taken  by  calculations  brought  as  close  to  actual  conditions  as  may 
be.  What  it  is  desired  to  emphasise  here  is  the  supreme  importance 
of  ascertaining,  as  far  as  possible,  at  what  point  expenses  are  covered, 
where  profit  begins  to  appear,  which  departments  should  be  encouraged 
and  which  curtailed. 

Examples  need  not  be  multiplied,  but  it  may  be  noted  that  the  accounts 
of  large  warehouses  are  kept  to  show  the  profits  of  each  department  just  as 
if  each  were  a  distinct  shop,  and  therefore  the  oncost  of  each  department 
must  be  carefully  ascertained.  For  instance,  the  rent,  or  its  equivalent  in 
interest,  etc.,  may  be  allocated  according  to  the  floorage  area  and  the 
advantages  of  its  position  in  the  building ;  one  department  may  have  special 
advertisements  and  special  catalogues,  and  so  on.  But  where  departmental 
accounts  are  not  kept  and  where  the  class  of  business  varies  from 
time  to  time,  an  approximation  to  departmental  accounts  is  necessary 
if  the  incidence  of  indirect  charges  is  to  approach  to  accuracy.  Even 
the  rudimentary  determination  given  above  is  better  than  no  analysis 
at  alL 

Many  businesses  are  partly  merchant  (buying  and  reselling)  and  partly 
manufacturing ;  departmental  accounts  for  these  are  highly  desirable,  as  the 
factory  may  then  be  treated  as  selling  its  products  to  the  store  or  warehouse 
at  cost  price,  and  expenses  would  be  adjusted  automatically.  In  such  cases 
it  would  be  fallacious  to  slump  all  expenses  together,  and  apply  them  uni- 
formly over  all  sections  of  the  turnover.  Percentages  varying  with  the 
varying  conditions  must  be  determined,  which  will  in  total  absorb  the  total 
indirect  expense. 

Allocation  of  Indirect  Expenses. — Turning  to  the  allocation  of  indirect 
expenses  over  the  business  done,  it  has  been  denied  that  there  is  any  real 
connection  between  the  cost  of  producing  goods  and  the  expense  of  selling 
them,  and  it  is  urged  that  any  basis  of  allocation  of  such  expenses  is  arbitrary 
and  conventional.  There  is  some  truth  in  this,  but  it  has  reference  mainly 
to  complex  manufacturing  cases  (see  below.  Allocation  of  Direct  Expenses), 
and  does  not  apply  to  such  cases  as  the  distributive  businesses  referred  to 
above.  In  fixing  total  cost  in  a  distributive  business  organised  in  depart- 
ments, it  is  sufficiently  correct  to  apply  the  selling  expenses  uniformly  over 
the  purchase  price  of  the  goods.  Low-priced  goods  have  a  wider  and  quicker 
market  than  expensive  articles;  the  higher  the  cost,  the  greater  is  the 
capital  locked  up  pending  sale ;  and  if  a  bad  debt  is  made,  the  whole  outlay  is 
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lost.  These  facts  point  to  selling  charges  varying  with  purchase  price.  In 
pricing  goods  for  sale,  the  percentage  for  expenses  is  therefore  safely  based 
on  the  cost;  but  in  comparing  results  of  trading,  expenses  are  more 
easily  calculated  by  a  percentage  of  the  turnover  than  by  a  percentage 
on  the  cost,  because  the  sales  are  definitely  ascertainable  at  short  intervals, 
while  the  cost  of  the  goods  sold  is  not  so  readily  known. 

DiEECT  Expenses 

Ascertaining  Direct  Expenses.  —  These  expenses  have  been  already 
defined  as  the  expenses  of  production  and  those  chargeable  to  special 
contracts  or  departments.  The  expenses  which  are  chargeable  to  par- 
ticular contracts  will  be  so  recorded  in  the  Invoice  Books  or  readily  traced 
therefrom.  The  departmental  expenses,  such  as  rent,  fuel,  lighting,  and 
heating,  must  be  arrived  at  by  careful  calculation  and  subdivision  of  the 
accounts  (see  Tables  in  Appendix).  This  subdivision  need  not  be  observed 
in  writing  up  the  books  throughout  the  year,  but  is  best  made  at  each 
balancing  period,  or  at  longer  intervals  if  circumstances  are  unchanged. 
What  follows  may  seem  unduly  minute  and  elaborate,  but  if  the  incidence 
of  the  charges  is  carefully  mapped  out  and  adjusted  at  the  beginning, 
any  rearrangement  required  from  time  to  time  is  simple. 

Bent,  Taxes,  etc. — Kent,  for  instance,  must  be  distributed  according  to  the 
area  of  the  different  departments  or  workshops.  If  the  premises  belong 
to  the  manufacturer  and  no  rent  is  paid,  a  sum  equivalent  to  rent  should 
be  so  distributed  and  carried  to  a  Property  Account,  against  which  the 
interest  on  the  capital  value  of  the  works,  owners'  taxes,  etc.,  would  be 
charged  just  as  if  the  buildings  were  independently  owned.  Similarly, 
taxes  and  fire  insurance  follow  the  annual  or  capital  value  of  each 
structure,  and  may  be  charged  to  the  departments  separately  or  in  the  rent. 
The  motive-power  required  in  each  department  follows  from  the  indicated 
horse-power  or  current  used.  Attention  must  be  paid  to  any  advantages 
of  situation  and  inequalities  in  location,  as  the  rent  or  so-called  rent  of 
each  building  must  be  determined  according  to  its  usefulness  rather 
than  its  capital  cost,  just  as  a  tenant  offers  a  rent  according  to  the  suit- 
ability of  the  premises  and  not  according  to  what  they  may  have  cost 
the  landlord.  For  instance,  floorage  area  alone,  without  giving  effect 
to  cubic  capacity,  may  be  misleading.  Such  special  adjustments  having 
been  made,  the  proportion  of  taxation  falling  upon  the  tenant  may  also 
foUow  the  so-called  rents.  As  it  is  not  proposed  that  the  Property  Account 
described  above  should  show  a  surplus,  it  is  immaterial  whether  Taxes, 
Insurance,  Maintenance,  and  Depreciation  are  charged  to  the  Property 
Account  as  a  whole  and  spread  over  the  departments  in  name  of  rent, 
or  whether  the  rent  is  merely  equivalent  to  interest  on  the  value  of  the 
buildings  with  the  other  items  charged  direct  to  the  departments  in 
addition. 

Power,  Lighting  and  Heating. — The  cost  of  these  is  similarly  ascer- 
tained. If  gas  is  used,  the  consumpt  in  each  department  is  ascertained  by 
a  separate  meter  or  by  the  number  of  burners ;  or  if  electricity  is  adopted, 
the  question  of  lighting  will  be  dealt  with  along  with  the  distribution  of 
power.  If  generated  in  the  works,  the  capital  sunk  in  the  installation 
is  ascertained,  the  annual  charge  for  interest  thereon,  a  proportion  of  the 
cost  of  the  power  and  dynamos,  and  the  upkeep  and  depreciation  of  these, 
plus  the  cost  of  supplies  and  maintenance,  make  up  the  actual  cost  of 
power  or  current.     The  apportionment  of  the  resultant  charge  for  power 
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over  the  different  portions  of  a  factory  or  work  is  a  matter  of  practical 
judgment.  The  overhead  average  is  not  always  fair,  as  provision  may 
require  to  be  made  for  the  extra  cost  of  carrying  steam  or  current  to 
outlying  parta  Up  to  this  point  the  charges  of  providing  a  structure 
lighted,  heated,  and  supplied  with  power  have  been  outlined. 

Foundry  Uxpenses. — Before  dealing  with  the  expenses  of  machines  and 
tools,  reference  may  be  made  to  some  industries  involving  little  machinery, 
such  as  an  iron  or  brass  foundry,  where  the  cost  is  largely  in  materials, 
and  where  a  large  amount  of  unskilled  labour  is  required.  As  it  is  quite 
impossible  to  attempt  to  charge  to  individual  orders  or  jobs  the  time  of 
labourers  and  similar  men,  their  wages  must  be  included  as  oncost  expenses. 
They  cannot  be  expected  to  give  any  account  of  how  their  time  is  occupied. 
Too  often,  however,  is  the  labouring  in  a  foundry  treated  in  an  overhead 
way,  although  a  little  quiet  thought  and  study  on  the  part  of  a  practical 
foundryman  would  determine  a  differential  rate  of  charge  for  the  oncost  on 
the  different  kinds  of  castings,  distinguishing  light  and  heavy  castings  and 
also  the  different  classes— dry-sand,  green-sand,  and  loam.  In  order  to 
show  the  value  of  taking  pains  to  reduce  to  a  minimum  the  assumptions  in 
oncost  calculations,  a  Foundry  Trading  Account,  analysed  in  detail,  is 
given  in  the  Appendix.  The  value  of  such  analyses  becomes  greater  the 
more  they  accumulate  and  afford  comparison  with  previous  years.  Much 
more  minute  subdivisions  are  carried  out  in  practice  not  only  for  costing 
purposes,  but  to  insure  efficiency  and  check  waste ;  but  the  general  lines 
set  down  wiU  serve  to  make  clear  what  follows  in  regard  to  more  complex 
industries  where  costs  are  departmentalised. 

Machine  Expenses. — With  the  increase  of  machinery,  especially  automatic 
machinery,  the  method  of  costing  based  upon  one  rate  for  both  the 
machine  and  its  attendant  is  again  coming  into  favour.  It  is  more  exact 
and  scientific  than  charging  the  labour  to  each  job,  with  a  proportion  of 
the  oncost  in  addition.  By  ascertaining  the  cost  of  working  each  productive 
machine  a  closer  approximation  is  possible  to  actual  conditions.  By 
productive  machine  is  meant  an  instrument  such  as  a  lathe,  a  planer,  or 
a  drill,  in  an  engineering  shop,  or  a  loom  in  a  weaving  shed,  but  not 
machines  in  general  use  for  subsidiary  processes  or  services,  such  as  a 
crane  or  a  grinder,  or  preparation  plant  in  weaving. 

The  productive  machine  is  treated  in  effect  as  if  it  were  a  skilled  man,  and 
an  approximate  machine  rate  per  hour  is  worked  out  to  cover  its  operating 
cost.  The  machine  rate  is  based  upon  the  equivalent  of  the  rent  of  a 
machine,  that  is,  the  interest  upon  the  capital  sunk  in  it,  the  depreciation 
of  that  capital,  the  cost  of  maintaining  the  machine,  and  of  its  subsidiary 
stores  for  oil,  etc.  The  result  of  running  each  machine  may  then  be 
arrived  at  by  a  miniature  Profit  and  Loss  Account,  placing  on  the  one 
side  its  annual  or  monthly  cost,  and  on  the  other  the  earnings  or  product 
of  the  machine.  This  discloses  its  usefulness  and  efficiency,  and  also  the 
effect  of  its  idleness.  (See  below  under  "Tool  Basis  or  Machine  Bates.")  Such 
calculations  may  reveal  the  fact  that  a  certain  machine,  while  most  efficient 
when  at  work,  cannot  be  occupied  to  a  sufficient  extent  to  make  it  pay,  and 
cases  are  not  unknown  where,  to  justify  the  introduction  of  a  costly  machine, 
additional  work  has  to  be  made  for  it  or  obtained  for  it,  or  former  methods 
of  production  varied,  in  order  to  keep  the  machine  employed  up  to  the  point 
to  which  its  running  cost  is  met.  For  instance,  a  machine  may  in  one  day 
do  as  much  work  as  several  men  might  do  in  a  week  or  even  in  a  month, 
but  unless  sufficient  special  work  is  obtainable  the  introduction  of  that 
machine  is  a  doubtful  economy. 
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Allocation  and  Distribution  of  Direct  Expenses 

There  has  been  more  discussion  upon  this  branch  of  the  subject  than 
upon  the  classification  of  expenses.  The  question  is,  how  should  the  direct 
expenses  be  distributed  over  the  work,  with  what  component  of  cost  do 
they  vary  ?  Are  direct  expenses  greater  or  less — (1)  as  the  number  of  men 
is  greater  or  less;  or  (2)  as  their  wages  are  higher  or  lower;  or  (3)  as 
material  used  or  handled  is  greater  or  less  in  quantity;  or  (4)  as  such 
material  is  higher  or  lower  in  price  ? 

That  is,  do  expenses  vary — (1)  with  the  amount  of  time  worked ;  or  (2) 
with  its  value ;  or  (3)  with  quantity  of  material  handled  or  used ;  or  (4) 
with  its  value  ? 

Five  methods  are  in  use,  all  founded  on  the  principle  of  spreading  the 
expense  burden  over  the  current  work. 

These  methods  are: — (1)  a  rate  varying  with  quantity  of  material 
handled — what  may  be  called  the  "  unit  system  " ;  (2)  percentage  on  cost  of 
wages  and  materials ;  (3)  a  percentage  on  wages  alone ;  (4)  a  percentage  on 
time ;  (5)  the  tool  basis  or  machine  rate. 

All  these  methods  should  bring  out  the  same  total  result,  that  is,  taking 
the  work  in  mass,  but  they  vary  much  in  accuracy  when  applied  to  depart- 
ments or  pieces  of  work.  Extraordinary  differences  emerge  under  the  various 
methods,  and  as  costing  becomes  more  minute  and  exact  the  selection  of  the 
best  method  of  distributing  expense  is  of  great  importance.  The  opinions 
expressed  as  to  the  merits  of  these  systems  are  conflicting.  The  fact  is  that 
each  is  to  some  extent  a  compromise,  so  that  in  making  a  selection  the 
peculiarities  and  special  circumstances  of  each  industry  must  be  remembered. 
It  may  be  best  to  adopt  different  principles  in  different  departments  of  the 
same  concern,  and  to  distribute  different  classes  of  expenses  by  different 
methods. 

Unit  Method. — The  unit  system  may  be  applied  to  any  industry  where 
the  products  are  easily  defined  units  of  weight  or  measure — such  as  barrels 
of  beer,  tons  of  paper,  yards  of  cloth,  and  so  on.  In  the  case  of  the  light- 
iron  foundry  given  in  detail  in  the  Appendix,  certain  costs  are  worked  out 
per  cwt.  of  finished  castings ;  the  simpler  case  of  coal  mining  (for  which  this 
system  is  specially  adapted)  is  described  in  the  mining  accounts  appended 
to  the  article  on  "  Cost  Eecords,"  vol.  ii.  p.  268.  The  colliers  are  paid  by 
the  quantity  sent  to  pit-bank,  so  that  the  wages  vary  directly  with  the  output. 
On  the  pay-sheet  is  generally  noted  the  average  cost  of  "  winning  "  the  coal — 
so  much  per  ton  at  pit -head.  The  coalmaster  knows  accurately  what  the 
weekly  or  fortnightly  expenses  of  his  "  oncost  men  "  come  to,  and  with  his 
output  before  him  he  finds  his  prime  cost  at  so  much  per  ton ;  with  the 
addition  of  royalty  (if  any)  also  at  so  much  per  ton,  and  general  expenses, 
he  gets  his  cost  price  per  ton. 

In  a  manufacturing  concern,  however,  distinct  from  a  purely  dis- 
tributive business  or  an  industry  where  the  product  is  easily  measureable 
by  units,  it  is  difficult  to  trace  a  relation  between  the  direct  expenses  of 
production  and  the  quantity  or  value  of  the  raw  material  used ;  the  direct 
expenses  certainly  do  not  rise  and  fall  with  the  markets  for  the  raw  material, 
although,  as  has  been  pointed  out,  part  of  the  indirect  expense  bears  a  re- 
lation to  the  value  of  the  material  used. 

Percentage  on  both  Wages  and  Materials. — This  is  rather  a  crude  method, 
which  may  be  justified  only  for  certain  indirect  expenses,  such  as  office  ex- 
penses, bad  debts,  and  discount,  and  for  simple  industries  where  elaborate 
costing  is  not  practicable.     For  instance,  in  a  retail  dressmaker  or  clothier's 
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business,  a  quotation  given  to  a  waiting  customer  is  generally  arrived  at  by 
ascertaining  the  cost  of  material,  the  wages  for  making,  and  adding  the  two 
items  together  with  a  percentage  on  the  total  to  arrive  at  the  selling  price. 
This  percentage  provides  for  expenses  and  profit,  with  the  result  that  the 
customer  ordering  expensive  materials  contributes  more  to  expenses  and 
profit  than  the  customer  who  is  contented  with  cheaper  goods. 

There  is,  however,  no  excuse  for  this  method  in  large  concerns  and  com- 
plex industries,  especially  where  the  value  of  raw  material  may  vary  largely 
from  time  to  time ;  one  instance  will  make  apparent  the  necessity  of  more 
exact  methods.  Take  the  cost  of  the  propeller  for  a  large  steamship.  If 
made  of  steel  the  material  costs  say  £100,  but  in  special  circumstances  it  is 
made  of  phosphor  bronze.  Expenses  being  added  to  both  materials  and 
labour,  the  cost  of  two  such  propellers  would  be  contrasted  thus : — 


Material,  say 
Labour 


Expenses,  say  10  per  cent 


Totals    . 


Bronze. 

£700 

100 

SteeL 

£100 

100 

£800 
80 

£200 
20 

£880 

£220 

or  a  difference  of  £60  in  the  expenses,  although  actually  they  would  hardly 
differ  at  all.  The  same  figures  will  serve  to  point  another  argument. 
Suppose  the  cost  of  steel  for  such  a  propeller  suddenly  rose  from  £100  to 
£700,  why  should  the  shipbuilder  charge  £60  more  for  the  direct  expenses 
of  manufacturing  ?  In  glaring  cases  such  as  these  the  principle  followed  is 
80  obviously  wrong  that  it  must  be  modified  somehow.  A  better  method 
would  be  this : — 


Bronze. 

Steel. 

Material           .             . 
2  per  cent  thereon  for  Indirect  Expenses 
Wages              .... 
20  per  cent  thereon  for  Direct  Expenses 

.     £700 

14 

100 

20 

£100 

2 

100 

20 

Totals 

.     £834 

,     £880 

£222 

In  first  calculation 

£220 

Here  the  cost  of  the  bronze  propeller  is  brought  out  £46  less  than  by  the 
cruder  method. 

Percentage  on  Wages  alone  (i.e.  on  value  of  time). — This  is  the  most 
popular  system,  especially  in  Great  Britain ;  it  is  simple,  convenient,  and 
serves  many  purposes.  There  is  no  difficulty  in  ascertaining  the  total 
expenses  of  a  business  and  the  productive  wages,  and  then  establishing  the 
ratio  between  them.  "Where  conditions  are  simple,  where  the  machines  are 
aU  alike  and  engaged  on  similar  work,  and  where  the  wages  are  steady,  this 
method  may  safely  be  adopted ;  but  the  underlying  fallacy  becomes  serious 
in  its  results  in  proportion  to  the  growth  of  the  elements  of  cost  other  than 
wages.  The  plan  becomes  misleading  when  applied  in  an  industry  where 
the  work  changes  frequently  in  quantity  and  in  quality,  where  both  light 
and  heavy  work  are  undertaken,  and  where  large  and  small  tools  are  at 
work  side  by  side ;  and  finally,  it  is  radically  wrong  where  automatic 
machinery  is  adopted.  Clearly  the  charges  do  not  vary  with  wages  where 
men  are  being  replaced  by  machines. 
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Then  again,  if  direct  expenses  are  charged  upon  wages,  the  higher  the 
wage  the  greater  will  be  the  charge  for  the  expense  burden,  whereas  the 
contrary  is  generally  true.  An  expert,  efficient  workman  does  not  require 
as  much  instruction,  control,  and  supervision  as  a  lazy,  inefficient  man ; 
neither  does  he  waste  so  much  material,  gas,  water,  fuel  and  tools.  Of  course, 
if  an  active  and  a  lazy  man  get  the  same  rate  of  wages  for  working  the 
same  time,  as  they  are  said  to  get  under  present  Trade  Union  principles, 
it  is  immaterial  whether  direct  expenses  are  charged  to  each  job  in  pro- 
portion to  the  time  spent  or  to  the  wages  paid.  The  work  of  the  inferior 
man  will  always  be  more  costly. 

Bate  per  Hour  Worked  {i.e.  quantity  of  time). — This  is  also  known  as 
the  hourly-burden  plan.  It  is  more  sound  in  principle  than  that  just 
discussed,  in  so  far  as  it  gives  effect  to  the  differences  in  value  of  an  hour's 
work,  and  its  truth  is  corroborated  by  the  admitted  fact  that  efficient  and 
well-paid  labour  is  really  cheaper  in  the  end.  It  emphasises  slow  work  as 
costly  work,  and  as  it  may  be  said  to  put  a  premium  on  forcing  or 
"hustling,"  it  finds  its  strongest  advocates  among  the  American  factory 
managers.  Under  this  plan  the  expenses  and  charges  are  brought  into 
relation  to  the  total  hours  worked,  and  the  rate  arrived  at  is  spread  over  the 
jobs  according  to  the  hours  of  productive  work  spent  upon  them.  The 
weak  point  of  this  method,  just  as  that  of  the  previous  method,  is  that  it 
lays  emphasis  upon  one  element  alone,  that  of  Time.  Indeed,  the  results 
of  the  two  methods  are  much  the  same  except  in  cases  where  the  value  of 
an  hour's  work  varies  very  much.  But  in  cases  where  the  wages  rates  differ 
materially  large  discrepancies  arise  in  comparing  costs  arrived  at  by  the 
two  methods.  This  will  be  made  clear  by  taking  an  extreme  case  and 
comparing  the  work  of  a  journeyman,  first  with  that  of  an  efficient 
apprentice  who  is  doing  journeyman's  work,  but  receiving  an  apprentice's 
wage,  and  second  with  that  of  an  apprentice  who  is  lazy  and  inefficient. 
Assume  that  the  journeyman  and  the  smart  apprentice  each  take  five  hours, 
or  half  a  day,  to  finish  a  job,  while  the  slow  apprentice  takes  one  day,  and 
assume  each  apprentice  gets  28.  a  day  and  the  journeyman  6s.  a  day.  Then 
if  the  loading  for  expenses  is  taken  in  the  percentage-on-wages  plan  at  100 
per  cent  of  wages,  and  on  the  hourly-burden  plan  at  3-6  pence  per  hour,  the 
comparative  results  (leaving  out  cost  of  materials)  would  be  as  follows  : — 


Workman. 

Hours 

Wages. 

Expenses. 

Total  Cost. 

100  per  Cent 
on  Wages. 

3'6d.  per 
Hour. 

Percentage 
on  Wages. 

Hourly 
Burden. 

Journeyman 
Efficient  apprentice   . 
Slow  apprentice 

5 

5 

10 

s.    d. 
3    0 

1  0 

2  0 

s.    d. 
3     0 

1  0 

2  0 

s.     d. 
1     6 
1     6 
3     0 

s.    d. 
6     0 
2    0 
4    0 

s.    d. 

4  6 
2     6 

5  0 

Total     . 

... 

6     0 

6     0 

6    0 

12    0 

12     0 

The  comparison  of  these  results  at  once  shows  an  advantage  in  the 
time  method,  and  its  closer  approximation  to  facts,  as  the  work  of  the 
quick  apprentice,  equal  to  a  journeyman  in  skill,  is  shown  to  be  2s. 
cheaper,  being  the  difference  in  wages,  while  the  percentage  plan  exaggerates 
this  saving  to  4s.,  which  is  out  of  proportion  to  the  actual  saving,  owing  to 
the  fact  that  the  only  difference  is  really  that  in  wages,  as  the  expenses, 
use  of  machines,  supervision,  etc.,  are  the  same  in  both  casea  In  each 
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case  the  cost  of  the  work  of  the  efficient  apprentice  is  correctly  shown  as 
half  that  of  his  inefficient  comrade,  the  latter  having  used  the  machine  for 
double  the  time,  with  other  expenses  in  proportion. 

Tool  Basis  or  Machine  Bate. — In  addition  to  the  special  objections  to 
each  of  the  four  methods  just  described,  they  all  fail  to  provide  for  the 
differences  in  the  Capital  Cost  and  the  Operating  Cost  of  machine  tools, 
what  may  be  called  "  machine  rents "  or  "  machine  wages,"  that  is,  these 
methods  charge  the  same  rate  of  expense  for  the  use  of  a  costly  automatic 
machine  as  for  a  simple  tool.  Men  may  be  discharged  when  work  is  slack, 
but  the  interest,  depreciation,  and  other  charges  connected  with  valuable 
machinery  go  on  when  they  are  not  working.  In  common  phrase,  the 
machine  has  an  "upstanding  wage"  without  deduction  for  holidays  or 
broken  time,  and  it  is  as  important  to  determine  the  exact  wages  of  the 
machine  per  hour  as  it  is  to  determine  the  men's  wages  per  hour.  These 
conditions  may  be  met  by  the  adoption  of  a  "  machine  rate."  This  is  an 
hourly  charge  for  workmen's  time  with  an  addition  for  use  of  machinery 
based  upon  the  estimated  working  life  of  each  work-producing  tool  or 
productive  machine,  taking  into  account  its  interest,  upkeep,  and  deprecia- 
tion, but  generally  without  relation  to  floor  space  occupied,  power  required, 
or  provision  for  idle  time. 

In  its  simplest  form  this  method  slumps  together  all  the  expenses, 
including  productive  wages,  and  divides  the  total  by  the  number  of  machines. 
An  advance  upon  this  is  reached  by  grading  or  grouping  the  tools  according 
to  their  purpose  and  value,  so  that  the  more  expensive  tools  are  specially 
dealt  with.  All  the  minor  tools  are  treated  on  a  uniform  basis,  and  the 
larger  special  tools  charged  with  an  extra  sum  to  cover  the  higher  interest 
and  depreciation  on  the  capital  sunk  in  them.  The  workmen's  wages  and 
the  "  machine  wages  "  are  then  charged  together  to  the  job  or  the  operation 
as  one  rate  per  hour.  After  the  initial  calculations  have  been  made,  the 
additional  clerical  work  involved  in  this  method  is  not  serious,  as  a 
record  of  the  hours  run  by  each  machine  is  kept,  just  as  the  men's  time  is 
kept,  and  the  result  noted  in  a  column  in  the  Wages  Book. 


Normal  and  Abnormal  Expense  Eates 

The  machine  rate,  however,  like  the  other  methods,  does  not  overcome 
the  crucial  difficulty  arising  from  the  fluctuations  in  the  volume  of  business 
and  the  state  of  trade.  All  the  methods  described  sacrifice  much  to 
simplicity ;  they  may  get  quit  of  the  oncost  somehow,  but  they  do  not 
apportion  it  justly,  except  in  simple  cases,  and  then  there  is  not  much  to 
choose  between  them.  But  when  the  totals  of  hours  worked  are  not  steady, 
when  the  total  time  is  different  at  different  points,  then  the  results  are 
fallacious. 

The  following  table  illustrates  this ;  it  contrasts  calculations  of  oncost 
by  the  percentage-of-wages  plan  and  the  hourly-burden  plan  at  three 
periods,  Jirst,  when  trade  is  depressed  and  only  half  the  workmen  are 
employed;  second,  when  fully  employed  under  normal  conditions;  and 
third,  when  very  busy  and  working  overtime.  For  simplicity  the  expenses 
are  slumped  together  and  assumed  to  be  at  the  rate  of  £15,000  per  annum 
throughout,  although  in  practice  some  reduction  would  be  possible  in  slack 
times,  and  some  increase  take  place  in  busy  times.  A  reduction  in  the 
number  of  men  and  number  of  hours  they  work  does  not  necessarily  mean 
reduced  expenses ;  on  the  other  hand,  expenses  may  increase  in  the  struggle 
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to  keep  the  factory  fully  employed.     The  normal  number  of  hours  worked 
is  taken  as  200  per  month,  or  2400  per  annum. 


Table  I. — Showing  the  variation  in  Expense  Ratios  according  to  the 
Amount  of  Wages  and  Numher  of  Hours  worked,  i.e.  Volume  of  Business. 


state  of  Trade. 

Productive 

Wages. 
Per  Annum. 

Hours 

Worked. 

Per  annum. 

Number  of 
Workmen. 

Expenses  (Direct  and  Indirect). 

Amount. 

Percentage 
to  Wages. 

Per  Hour. 

Depressed  (half-time) 
Normal  (full  time)     . 
Active  (overtime) 

£ 
12,500 
25,000 
30,000 

600,000 
1,200,000 
1,440,000 

250 
500 
600 

£ 
15,000 
15,000 
15,000 

Per  cent. 

120 

60 

50 

d. 
6 
3 
2i 

The  normal  oncost  is  seen  to  be  at  the  rate  of  60  per  cent  on  wages  or 
3d.  per  productive-worker's  hour,  rising  to  double  these  rates  when  the 
works  are  on  half  time,  and  falling  to  50  per  cent  on  wages,  or  2|d.  per  hour 
when  100  additional  hands  are  taken  on  or  their  equivalent  worked  in 
overtime.  Serious  variation  in  the  number  of  hours  worked  and  ia  the  total 
wages  therefore  destroys  much  of  the  value  of  the  methods  of  distributing 
the  expenses,  and  some  further  system  must  be  devised  if  the  necessary 
adjustment  is  to  be  made  in  cases  where  conditions  fluctuate. 

It  is  obvious  from  the  above  table  that  such  an  adjustment  may  be  made 
by  using  different  percentages  at  different  times,  for  instance  by  varying 
the  percentage  charged  according  to  the  number  of  men  at  work,  that  is, 
bringing  in  the  total  number  of  men  at  work  as  an  additional  factor  in  the 
calculation.  When  500  men  are  employed  the  rate  is  60  per  cent ;  with 
600  men,  50  per  cent ;  with  700  men,  42-85  per  cent,  and  so  on.  In  some 
Factory  Accounts,  especially  in  America,  such  fluctuations  are  given  effect 
to  in  actual  day-to-day  costing,  the  number  of  men  at  work  each  day  being 
reported  to  the  cost  office,  and  the  expense  rates  varied  accordingly. 

The  advantages  claimed  for  this  method  are :  (1)  That  the  charges  are 
distributed  upon  the  closest  approximation  to  actual  working  conditions, 
and  when  so  desired  they  may  be  varied  with  the  changes  in  these  condi- 
tions. (2)  Unrelated  processes  carried  on  side  by  side  under  complex 
conditions  may  be  costed  with  some  measure  of  satisfaction.  (3)  The  com- 
ponent factors  of  cost  are  clearly  shown  by  the  separation  of  machine  rents, 
which  are  fixed,  from  the  fluctuating  elements  of  general  expense.  Varia- 
tions in  efficiency  are  thus  disclosed.  Changes  in  the  machine  rents  or 
machine  wages,  as  these  are  revised  from  time  to  time,  reflect  the  degree  of 
manufacturing  efficiency  due  to  careful  handling  and  wise  administration, 
or  the  reverse,  while  the  fluctuating  rate  discloses  the  trade  conditions,  over 
which  the  works  manager  has  no  control.  (4)  As  this  system  distinguishes 
the  "  wages  "  of  the  machines,  so  it  is  peculiarly  adapted  to  repetitive  work 
or  production  in  quantity,  particularly  with  automatic  machines. 

But  the  first  object  of  costing  is  to  assist  in  estimating  and  quoting,  and 
if  fluctuating  rates  of  expense  enter  into  calculation  of  cost  the  value  of 
comparisons  is  destroyed.  Work  done  in  slack  time  cannot  then  be  readily 
contrasted  with  work  done  in  busy  times. 

The  only  sound  conclusion  is  that  such  fluctuations  in  expense  ratios 
must  be  eliminated  in  recording  ascertained  costs,  and  also  in  preparing 
estimates  of  future  cost.     In  other  words,  the  normal  rate  of  oncost  alone 
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must  be  the  "  tool "  put  into  the  hands  of  the  cost  clerks  or  office  staff.  To 
make  accurate  provision  for  any  departure  from  the  normal  conditions 
requires  high  skill  and  keen  foresight.  It  demands  commercial  rather  than 
technical  ability,  and  must  therefore  be  left  to  the  responsible  manager,  who 
is  able  to  take  a  wide  view  of  trade  conditions  in  connection  with  the  state 
of  his  order  book. 

In  estimating,  if  provision  is  made  for  normal  oncost  only,  practically 
all  needed  data  are  available,  guessing  disappears,  and  the  only  indefinite 
factor  which  remains  is  the  measure  of  the  profit  obtainable  in  the  state  of 
the  market.  With  a  lean  order  book  and  an  absence  of  inquiries,  low 
prices  are  accepted  on  a  basis  which  yields  something  towards  oncost.  The 
cost  records  of  such  work  when  complete  may  disclose  losses,  but  the 
prudence  of  taking  such  work  must  be  judged  by  the  differences  between 
these  losses  and  the  normal  oncost  apportioned  to  each  item.  These  con- 
siderations lead  to  the  conclusion  that  the  difficulty  of  a  changing  volume 
of  trade  may  be  overcome  in  any  of  the  methods  described  by  separating  the 
expense  rates  into  normal  and  abnormal,  and  adopting  the  former  only  in 
estimating  and  costing. 

The  determination  of  what  may  fairly  be  deemed  normal  expenses 
involves  also  the  determination  of  the  normal  output  or  turnover.  The 
calculation  of  these  two  factors,  and  the  relation  between  them,  demands 
the  earnest  attention  of  the  highest  skill  in  any  establishment — and  not 
merely  at  long  and  irregular  intervals,  but  on  each  occasion  on  which  the 
commercial  books  are  balanced  and  trading  results  brought  out.  At  such 
times  the  cost  books  should  also  be  balanced,  and  the  results  compared  and 
reconciled  with  the  commercial  books,  and  the  expense  ratios  adjusted  if 
necessary. 

The  above  conclusion  thus  arrived  at  helps  to  solve  several  minor 
difficulties  met  with  in  practice.     For  instance,  the  treatment  of 

Overtime. — The  excess  rate  in  overtime  should  be  treated  as  an  abnormal 
expense.  It  is  obvious  that  if  overtime  is  required  through  the  pressure  of 
a  large  volume  of  work,  it  is  unsound  to  charge  the  excess  rate  to  the 
particular  jobs  upon  which  the  overtime  happens  to  be  worked.  This 
excess  cost  is  part  of  the  expense  burden  of  the  whole  establishment,  being 
equivalent  to  unforeseen  losses  or  accidents;  it  may  often  neutralise  the 
advantage  of  working  overtime,  and  is  fitly  set  against  the  advantage  gained 
by  the  increase  in  volume  of  work.  An  exception  to  this,  which  is  easily 
distinguishable  in  practice,  would  occur  where  emergency  work  is  under- 
taken for  a  customer,  involving  late  work  or  overtime.  Here  the  pressure 
arises  not  from  the  general  state  of  work,  but  from  the  demand  of  the 
customer — for  instance,  the  case  of  repairing  a  break- down — where  the 
customer  is  properly  chargeable  with  the  extra  cost,  it  may  be,  of  working 
night  and  day  to  repair  the  damage. 

Waste  and  Errors. — Another  and  a  very  important  section  of  abnormal 
expense  is  that  occasioned  by  mistakes  and  inefficiency.  The  excess  cost  in 
wages  and  material  of  replacing  spoilt  work,  the  result  possibly  of  error  in 
design  or  faulty  casting,  should  be  set  down  to  a  special  account.  It  may 
be  difficult,  but  every  effi)rt  should  be  made  to  keep  track  of  such  items,  as 
not  only  is  the  information  most  significant  and  valuable,  but  it  is  incorrect 
to  charge  the  extra  cost  to  the  piece  of  work  upon  which  it  arises ;  being  an 
error  of  administration  or  a  piece  of  bad  management,  its  cost  as  such  is 
part  of  the  general  expenses.  There  should  be  a  "  Spoilt  Work  "  or  "  Waste 
Account,"  which  should  be  treated  as  oncost  and  narrowly  scrutinised,  any 
undue  balance  therein  being  clearly  abnormal  expense. 
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Holidays  and  Bad  Weather. — In  many  industries  where  there  is  mass 
production  the  oncost  is  worked  into  a  monthly  return  of  that  production. 
It  is  often  taken  without  providing  for  irregularities  such  as  those  resulting 
from  holidays  and  the  varying  number  of  working  days  in  each  month. 
Notes  such  as  these  then  appear  in  the  cost  returns,  e.g.  "  Two  holidays  this 
month,"  or  "  One  week's  bad  weather."  In  such  cases,  to  reduce  the  upset- 
ting effect  of  holidays,  and  also  of  weather  interference  in  cases  where  open- 
air  work  is  necessary,  it  is  well  to  ascertain  the  average  holiday  allowance, 
and  even  the  average  weather  interference.  The  normal  oncost  is  then 
calculated  according  to  the  average  number  of  working  days  or  hours,  and 
the  periodical  comparisons  of  cost  and  working  approach  more  closely  to 
actual  facts. 

Normal  and  Abnormal  Machine  Rates. — In  order  to  make  clear  the 
principle  just  described  an  example  will  now  be  given,  exemplifying  at  the 
same  time  the  machine  rate  and  its  adjustment  to  meet  abnormal  condi- 
tions. A  case  is  therefore  taken  where  there  is  much  machinery  in  use, 
including  a  number  of  automatic  machines. 

The  method  is  based  upon  the  machine  rate  just  described,  but  it  is 
carried  out  with  greater  precision  and  is  adjusted  by  another  rate  which 
measures  (and  if  desired  also  distributes)  that  portion  of  the  expenses  which 
is  related  to  conditions  of  work  or  management.  In  short,  the  expenses  are 
separated  into  normal  and  abnormal,  the  former  being  allocated  by  the 
machine  rate  and  the  latter  by  an  adjustment  rate  which  fluctuates  with 
the  state  of  work  and  trade. 

In  the  first  place,  in  order  to  ascertain  the  normal  machine  rates  it 
may  be  assumed  that  the  factory  is  divided  into  groups  of  productive 
machines,  or  even  single  machines,  which  are  then  let  out,  as  if  they  were 
small,  completely  equipped  workshops,  to  a  number  of  craftsmen,  each  work- 
ing a  business  of  his  own,  but  hiring  all  his  tools.  Each  craftsman  is 
supposed  to  pay  rent  for  the  floor  space  occupied,  interest  on  the  capital 
sunk  in  his  machines,  their  power,  upkeep,  and  depreciation.  These  rents 
will  vary  with  the  relative  demand  for  machines,  with  their  advantages  in 
position  in  the  building,  and  with  their  efficiency.  As  long  as  the  factory  is 
assumed  to  be  fully  let  for  these  little  workshops,  and  each  tenant  is  pay- 
ing his  contribution  to  the  general  rent  of  buildings  and  machines,  power 
and  expenses,  it  is  obvious  that  there  is  no  undistributed  balance  of  such 
outgoings ;  but  in  the  landlord's  or  factory  owner's  books  all  such  expenses 
are  scientifically  divided  up  over  the  different  workshops.  If  it  is  further 
assumed  that  the  tenants  keep  proper  cost  records,  they  in  their  turn  will 
distribute  their  so-called  rents  rateably  over  their  work,  say  by  a  rate  per 
hour.  By  reasoning  from  this  analogy,  and  so  calculating  the  costs  of 
operating  his  machines,  a  manufacturer  can  closely  localise  his  direct 
expenses,  and  give  effect  to  the  varying  value  and  efficiency  of  his 
machinery  (see  supra,  "Ascertaining  Direct  Expenses").  Now,  if  the 
analogy  is  carried  further  it  will  be  seen  that  times  of  slackness  in  a 
manufacturing  concern  are  equivalent  to  portions  of  the  factory  and  certain 
machinery  being  unlet.  If  the  proprietor  is  not  to  suffer  loss,  but  make 
ends  meet,  he  must  raise  the  "rents"  of  the  other  portions  of  the  factory 
wliich  are  at  work,  that  is,  he  must  distribute  the  loss  from  slack  time  as  a 
general  charge  over  the  portions  which  are  at  work,  and  in  consequence  the 
"  tenants "  in  their  turn  will  find  they  must  raise  their  rates  of  cost  per 
hour  in  order  to  cover  their  expenses. 

By  localising  and  analysing  the  oncost  in  this  way  there  is  ascertained 
(1)  the  normal  rate  of  expenses  per  machine  per  hour,  (2)  the  increase  of  this 
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rate  in  slack  times,  and  (3)  the  possible  reduction  in  busy  times.  The  principle 
of  these  normal  and  abnormal  machine  rates  may  be  made  clearer  by 
the  following  details.  Assume  that  in  an  engineering  shop  there  have 
been  four  variations  in  the  state  of  trade  and  conditions  of  the  business 
during  a  year,  viz. : — 

In  January  the  works  have  been  slack  and  running  half-time. 

In  May  they  have  been  normal,  fully  occupied,  but  not  under  pressure. 

In  September  they  have  been  busy,  requiring  overtime  to  be 
wrought. 

In  December  new  machinery  has  been  introduced  and  processes  have 
been  improved,  but  the  orders  and  state  of  business  are  normal. 

For  the  sake  of  simplicity  assume  that  the  calculations  apply  to  a 
small  department  of  a  factory  where  there  are  eight  machines  as  under : — 

Machines  Nos.  1  to  6,  hand-operated,  employing  six  men        ...  6 

Machines  Nos.  101  and  102,  automatic,  employing  one  group  of  workpeople 

— ^two  girls,  and  one  man  to  superintend        ....  3 

Total  employees  ...  9 

The  normal  productive  time  may  be  taken  as  2400  hours  per  annum  or  200 
per  month,  and  the  productive  wages  for  the  seven  men  at  lOd.  each 
per  hour  or  £100  per  annum,  amounting  to  .  .  .       £700 

Two  girls,  at  5d.  per  hour  each,  employed  upon   the  automatic  machines, 

require  £50  per  annum  each,  say       .  .  .  .  .100 

Total  aimual  normal  wages         .  .      £800 

In  addition  there  would  be  the  wages  for  a  foreman  and,  say,  a 
labourer.  The  following  table  will  show  the  direct  expense  of  manu- 
facturing (not  selling) : — 

Table  II. — Direct  Expenses  of  a  Manufacturing  Department 


Per  Year. 


Per  Month. 


Per  Hour. 


Building — 
Interest,  Taxes,  Insurance,  Upholding  (equivalent 
to  rent  of  building  or  space  occupied) 
Plant — 
Interest  on  cost  of  Machines,  say  £1200,  at  5  per"| 

cent !- 

Depreciation  on  cost  of  Machines  at  10  per  cent     J 
Repairs,  Renewals,  Insurance,  etc. 

Total  (equivalent  to  rent  of  a  furnished 
or  equipped  work)     .... 
Indirect  Wages — 
Foreman  and  Labourer 

Total  fixed  Expenses      .... 

Motive-power 

Furnishings  and  Stores — Oil,   Sundries,    Lighting, 
Heating,  etc. 

Total  normal  Cost  (apart  from  Produc- 
tive Wages) 


£  s.  d. 

90  0  0 

180  0  0 

60  0  0 


330     0     0 
180     0     0 


510     0     0 
210     0     0 

80     0     0 


£  s.  d. 

7  10  0 

15  0  0 

5  0  0 


27  10    0 
15     0     0 


42  10     0 
17  10    0 

6  13    4 


800     0     0 


66  13     4 


£  s.    d. 

0  0     9 

0  16 

0  0     6 


0    2     9 
0     16 


0    4    3 
0     19 


0     0     8 


0     6     8 


This  shows  the  normal  direct  expense  of  the  department  fully  equipped 
and  ready  for  work  to  be  £800  per  annum,  or  6s.  8d.  per  working  hour. 
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Going  a  stage  further  into  details,  the  following  shows  the  variation  in 
machine  earnings  according  to  the  different  conditions  prevailing  in  slack, 
normal,  and  busy  months. 


Table  III. — Analysis  of  Charges  per  Machine,  i.e.  the  Machine  Bates,  taking 
the  normal  working  period  as  200  hours  per  month,  and  showing 
the  variation  of  the  Machine  earnings  in  normal,  in  slack,  and  busy 
times. 


Machine  Rate 
per  Hour- 
Based  upon 

Normal 
Conditions. 

Total  Number  of 
Hours  Worked. 

Value  of  Hours  Worked  or 
Earnings  of  Machines. 

Machine  Number. 

Slack 
and 
Half 

Time. 

Nor- 
mal. 

Busy 
and 
Over 
Time. 

Slack  and 
Half  Time. 

Normal. 

Busy  and 
Over  Time. 

Hand-operated,  No.  1 
No.  2 
No.  3 
No.  4 
No.  5 
No.  6 

Automatic,  No.  101  . 
No.  102  . 

6d. 

5d. 

7d. 

9d. 

6d. 
Is.  3d. 
Is.  lid. 
2s.   5d. 

200 
200 

100 
100 
100 
100 

200 
200 
200 
200 
200 
200 
200 
200 

220 
220 
220 
220 
220 
220 
220 
220 

£,    8.     d. 

5  0    0 
4    3     4 

2  10    0 

6  5     0 
9  11     8 

12     1     8 

£     s.    d. 
5     0     0 

4  3     4 

5  16     8 
7  10     0 
5     0     0 

12  10     0 
19     3    4 
24     3    4 

£    s.     d. 

5  10     0 

4  11     8 

6  8     4 
8     5     0 

5  10     0 
13  15     0 
21     1     8 
26  11     8 

8s.  4d. 

800 

1600 

1760 

39  11     8 

83     6     8 

91  13     4 

From  this  it  will  be  observed  that  the  rate  of  6s.  8d.  per  hour  for  oncost 
and  expenses  of  a  factory  ready  for  work  becomes  Ss.  4d.  per  hour  by  the 
addition  of  the  group  wages  on  the  automatic  machines.  It  is  assumed  that 
machines  Nos.  1  to  6,  which  are  hand-operated,  vary  considerably  in  capital 
value  and  power  utilised,  requiring  in  consequence  a  differential  rating 
varying  from  6d.  to  Is.  3d.  per  machine  per  hour,  exclusive  of  the  wages 
of  the  workmen  using  those  machines  (such  wages  being  charged  direct  to 
the  jobs).  These  machine  rates  are  determined  by  calculation  as  described 
above.  In  the  case  of  the  two  automatic  machines,  however,  the  wages  are 
not  charged  separately,  but  are  treated  as  subordinate  to  and  as  part  of 
the  machine  rates,  which  vary  from  Is.  lid.  to  2s.  5d.  per  hour.  These 
differential  rates  are  based  upon  the  annual  cost  of  the  automatic  machines 
in  interest,  depreciation,  rent,  power,  etc.,  with  the  addition  of  the  wages  of 
the  two  girls  at  5d.  each  per  hour  and  one  man  at  lOd.  per  hour,  total  of 
20d.  per  hour,  this  being  the  difference  between  the  6s.  8d.  per  hour  shown 
in  Table  II.,  and  8s.  4d.  per  hour  in  Table  III. 

The  remainder  of  the  latter  statement  shows  the  total  hours  supposed  to 
be  worked  by  each  machine  at  three  points  in  the  year,  800  hours  being 
worked  per  month  in  the  factory  when  on  half-time,  it  being  assumed  that 
machines  Nos.  1  and  2  are  running  full  time,  but  Nos.  3  and  4  are  entirely 
idle.  When  overtime  is  being  wrought,  the  total  rises  to  1760  hours,  as 
against  1600  hours  per  month  under  normal  conditions.  The  remaining 
columns  show  the  value  of  the  hours  worked  per  month  by  each  machine 
under  the  different  conditions,  these  being  equivalent  to  the  earnings  of 
each  machine,  the  total  in  slack  times  being  £39 :  11 : 8,  in  normal  times 
£83 : 6 : 8,  and  under  pressure  £91 :  13 : 4. 

These  calculations  lead  up  to  the  final  statement,  which  is  a  comparison 
of  the  earnings  of  the  machines  in  normal  times  with  their  earnings  under 
other  conditiona 
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Table  IV. — Amownt  of  Direct  Monthly  Expenses  based  upon  Tables  11. 
and  III.,  shoioing  the  variation  according  to  the  amount  of  work  and  a 
comparison  with  the  earnings  of  the  machines,  in  order  to  bring  out  the 
abnormal  or  adjusting  rates  of  oncost. 


Class  of  Expenses. 

Slack  and 
Half  Time. 

Normal. 

Busy  and 
Over  Time. 

(A)  Fixed  Charges — 

Building  and  Plant  Charges  (unchanged  throughout). 
Indirect  Wages  (supervision,  etc.)       (do.) 

(B)  Varying  Charges — 

Motive-power  (varying  with  amount  of  work)     . 

Furnishings,  Stores,  etc.          (do.) 

Direct  Wages  (automatics  only) 

Totals 

Earnings  of  Machines  (per  Table  III. )    .        .        .        . 

Deficit  in  Slack  Times 

No  Balance  in  Normal  Times  (all  expenses  being  distri- 
buted)          

Surplus  in  Busy  Times 

&     s.     d. 
27  10    0 
15     0     0 

£     s.     d. 
27  10     0 
15     0     0 

£     s.     d. 
27  10    0 
15     0    0 

42  10     0 

8  15   .0 
3     6     8 
8     6     8 

42  10     0 

17  10     0 

6  13     4 

16  13     4 

42  10    0 

19     5     0 

7     6     8 

18     6     8 

62  18     4 
39  11     8 

83     6     8 
83     6     8 

87     8     4 
91  13     4 

23     6     8 

0     0     0 

4     5     0 

This  statement  shows  (1)  the  fixed  charges,  which  do  not  vary  with  the 
state  of  trade,  consisting  of  the  building  and  plant  charges,  £27  :  10s.  per 
month,  and  the  indirect  wages  of  supervision  and  labourage,  of  £15  per  month, 
total  £42 :  10s.  per  month,  being  the  first  four  items  of  Table  II. ;  (2) 
the  varying  charges  for  motive-power,  stores,  and  the  direct  wages  (on  the 
automatic  machines  only),  which  vary  with  the  volume  of  the  work.  The 
wages  on  the  hand-operated  machines  may  be  similarly  treated  if  desired. 

When  the  totals  of  these  expenses  are  compared  with  the  earnings  of 
the  machines  per  Table  III.,  it  will  be  seen  that  while  they  are  exactly 
balanced  under  normal  conditions,  there  is  a  deficit  of  £23 : 6 : 8  in  the 
slack  month  and  a  surplus  of  £4 :  5s.  in  the  busy  month. 

These  statements  are  of  purpose  made  as  simple  and  concise  as  possible, 
to  bring  out  clearly  the  effect  of  dividing  the  direct  expenses  into  their  fixed 
and  fluctuating  factors.  In  actual  work  such  clear  circumstances  are  not 
met  with,  but  with  a  little  care  and  judgment  the  principle  may  be  very 
largely  applied.  In  cases  where  such  calculations  are  possible,  their  highest 
value  is  obtained  by  taking  out  results  at  comparatively  short  periods, 
say  each  month,  and  not  at  longer  intervals  than  three  months. 

Variations  arising  from  the  state  of  trade  (either  the  increased  cost  in 
slack  times  or  the  reduced  cost  in  busy  times)  may  be  applied  to  the 
normal  results  by  adjustment  rates  calculated  upon  the  surplus  or  deficit 
shown  at  the  conclusion  of  Table  IV.  Thus,  the  machine  rates  per  working 
hour  must  be  increased  by  7d.  per  hour  if  the  deficit  of  £23 : 6  : 8  is  to  be 
absorbed,  while  to  distribute  over  the  work  the  small  surplus  of  £4 :  58., 
the  machine  rates,  and  therefore  the  cost  of  the  jobs,  must  be  fractionally 
reduced. 

The  result  of  Table  IV.  may  also  be  shown  graphically  in  a  diagram 
as  follows : — 
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Tahle  V. — Diagram  contrasting  the  machine  rates  worked  out  in  Tables  II., 
Ill,  and  IV.,  at  different  seasons,  and  extended  into  a  period  of 
night  and  day  work  (double  time). 
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This  shows  the  foundation  line  of  the  "  bedrock  "  fixed  charges  remain- 
ing steady  throughout ;  added  thereon  is  the  rising  amount  of  the  varying 
charges,  by  a  line  indicating  the  total  of  the  fixed  and  varying  charges. 
By  introducing  a  line  for  the  total  earnings  of  the  machines,  calculated  at 
the  assumed  normal  rates,  the  diagram  shows  that  when  on  half-time  the 
normal  earnings  of  the  machines  are  not  sufficient  to  meet  even  the  fixed 
charges ;  but  as  the  volume  of  work  grows,  the  deficit  between  the  earnings 
and  the  total  charges  diminishes  until  the  normal  point  is  reached.  There- 
after a  surplus  emerges,  and  to  indicate  the  theoretical  expansion  of  this 
surplus  the  lines  are  continued  to  a  point  where  the  works  are  assumed  to 
run  day  and  night  without  intermission. 

The  result  of  an  improvement  in  methods  or  processes  resulting  from 
the  introduction  of  economies  or  new  machinery  need  not  be  worked  out 
on  a  separate  diagram,  as  the  normal  point  may  be  changed  for  argument's 
sake.  The  figures  for  the  slack  month  may  then  be  assumed  to  be  those 
for  the  normal  month,  and  the  better  results  to  arise  from  improvements. 
Assume  that  the  normal  earnings  of  the  machines  are  £39  :  11 : 8  (Tables 
III.  and  IV.),  and  that  after  improvements  have  been  introduced  the 
earnings  rise  to  the  totals  of  the  other  columns,  £83  : 6  : 8,  or  £91 :  13 :4, 
without  change  in  trade  conditions,  and  the  result  of  economies  and 
improved  methods  is  at  once  brought  to  the  surface. 

Where  a  manufacturer  or  engineer  is  prepared  to  devote  a  little  time 
and  thought  to  the  study  of  his  oncost  problems,  he  will  find  that  valuable 
results  will  readily  be  reached  by  the  separation  of  the  fixed  and  the 
fluctuating  elements  of  expense.  By  the  use  of  diagrams  which  can  easily 
be  constructed  for  him  by  his  subordinates  from  existing  data,  and  continued 
from  month  to  month,  he  can  obtain  an  accurate  and  helpful  grasp  of  the 
trend  of  his  affairs  and  their  varying  relations.  For  instance,  in  Diagram 
v.,  if  we  substitute  for  the  line  indicating  the  earnings  of  the  machines, 
the  total  turnover  or  revenue  of  the  business,  the  shaded  portion  (being 
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the  deficit  or  surplus  of  machine  earnings  compared  with  the  total  charges) 
serves  to  indicate  the  net  loss  or  profit  of  the  business. 

Special  Items  of  Expense 

To  complete  the  treatment  of  the  subject,  attention  may  be  briefly 
drawn  to  a  few  items  appearing  in  Trading  .and  Profit  and  Loss  Accounts 
which  require  special  treatment  in  costing  problems. 

Carriage. — The  cost  of  transporting  is  not  strictly  a  factor  in  the  cost 
of  production,  therefore  the  expense  of  conveying  raw  material  from 
suppliers  or  finished  goods  to  customers  should  in  many  cases  be  eliminated 
in  calculating  oncost.  It  is  obvious  that  the  incidence  of  the  expense  of 
transport  varies  according  to  trade  conditions  and  terms  arranged  between 
buyer  and  seller.  Carriage,  cartage,  and  freight  may  be  either  included  in 
or  omitted  from  invoices,  according  as  the  prices  are  "  delivered  "  prices,  or 
f.o.b.,  f.o.r.,  etc.  The  carriage,  cartage,  and  freight  incurred  in  bringing 
raw  materials  or  goods  to  the  productive  centre  should,  if  paid  by  the 
buyer,  be  charged  as  part  of  the  cost  of  such  materials  or  goods  delivered 
at  the  factory.  Conversely,  the  carriage,  cartage,  and  freight  of  goods 
despatched  from  a  factory,  where  paid  by  the  seller,  should  be  deducted 
from  his  sales ;  with  the  result  that  these  sales  are  reduced  to  the  amount 
actually  receivable  for  the  goods  at  the  factory.  In  this  way,  by  adding 
inward  freight  to  cost  of  materials,  and  deducting  outward  carriage  from 
sales,  the  fluctuating  effect  of  "carriage"  is  eliminated  from  Trading 
Accounts  and  Cost  Accounts. 

There  are,  however,  cases  where  carriage  is  a  minor  item  of  a  steady 
character,  and  in  costing  may  be  included  in  expenses  without  dis- 
advantage. But  where,  for  example,  heavy  machinery  is  sent  considerable 
distances  or  shipped  abroad,  the  carriage  or  freight  must  be  treated  as  a 
separate  item  of  cost.  The  expense  of  transporting  materials  or  goods 
within  a  factory  requires  special  treatment,  and  is  dealt  with  briefly  in  the 
Appendix. 

Discount. — In  strict  theory,  the  discount  allowed  to  customers  and 
discount  received  from  suppliers  should  be  treated  in  a  somewhat  similar 
way  to  carriage,  viz.  by  deduction  from  sales  in  one  case  and  from 
purchases  in  the  other  case;  especially  should  this  be  dene  where  there 
are  large  trade  discounts  such  as  those  prevailing  in  brewing  and  in  certain 
metal-working  industries.  The  adjustment  of  such  discounts,  according 
to  the  condition  of  the  market  or  the  standing  of  a  customer,  is  one  method 
of  fixing  prices,  and  such  discounts  are  therefore  not  really  an  element  in 
general  expense.  Cash  discounts  are  a  matter  of  finance,  and  must  be 
provided  for  under  general  expenses. 

Interest. — As  already  described,  where  a  manufacturer  is  himself  the 
owner  of  the  factory,  an  equivalent  for  the  rent  of  buildings  should  be 
charged  in  the  costing  and  credited  to  a  "  rent  account,"  the  surplus  of 
this  rent  account  being  treated  as  if  it  were  revenue  from  an  investment 
and  applied  to  reduce  the  charge  for  interest  on  capital,  whether  the  same 
may  have  been  borrowed  or  not.  Interest  on  the  general  working  capital 
of  a  business,  calculated  at  a  minimum  rate,  should  be  provided  for  as  an 
item  of  cost. 

Management. — Similarly,  although  a  proprietor  manages  his  business 
personally,  he  should  not  omit  to  consider  a  fair  working  salary  to  himself 
as  part  of  his  charges.  In  other  words,  profit  does  not  emerge  until  both 
interest  on  capital  and  expenses  of  management  have  been  provided  for. 
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Income  Tax. — In  the  strictest  view,  Income  Tax  is  not  a  charge  on 
profits  but  an  application  or  appropriation  of  a  portion  of  the  profits, 
because  if  there  are  no  profits  there  is  no  tax  payable.  It  may  therefore 
quite  justifiably  be  omitted  in  costing. 

APPENDIX 

Notes  on  Costs  of  a  Light  Iron  Foundry,  to  illv^trate  Ascertainment  and 
Allocation  of  Expenses 

The  question  of  foundry  costs  and  oncost  has  been  touched  on  briefly 
under  the  subject  of  the  ascertainment  of  direct  expenses,  but  some  notes 
in  explanation  of  the  tables  which  follow  may  be  given  more  appropriately 
here.  The  industry  selected  is  one  producing  light  iron  casting,  rain-water 
goods,  sanitary  and  cooking  appliances,  etc.,  in  which  the  castings  seldom 
weigh  more  than  half  a  hundredweight  each,  and  do  not  involve  handling 
by  mechanical  appliances.  No  method  of  ascertaining  and  allocating 
foundry  expenses  seems  to  be  in  general  use,  but  the  industry  raises  some 
involved  questions  of  expense -treatment,  and  may  exemplify  different 
methods  of  allocating  direct  and  indirect  expenses.  The  appended  tables 
illustrate  three  methods  of  distributing  the  expense -burden:  the  unit 
system  of  so  much  per  ton  for  melting,  the  percentage-on-wages  system 
for  moulding  and  subsidiary  processes,  and  the  wage-plus-materials  basis 
for  the  general  expenses. 

Table  I.  gives  an  analysis  of  a  trading  account  rearranged  and  classified 
for  use  in  preparing  comparative  statistics,  and  for  costing. 

The  scheme  proceeds  on  the  assumption  that  the  main  business  is  that 
of  producing  castings,  some  of  which  may  be  sold  merely  as  castings.  A 
broad  division  is  made  between  the  cost  of  castings  and  the  processes  carried 
out  upon  the  finished  castings,  such  as  grinding,  enamelhng,  dipping,  fitting, 
Berlin  blacking,  etc.  The  figures  are,  of  course,  quite  arbitrary,  and  inserted 
merely  to  make  the  meaning  clearer. 

Iron. — The  weight  of  iron  used  is  readily  obtainable,  but  the  weight  of 
sound  castings  produced  is  also  required  to  arrive  at  the  loss  of  metal  in 
melting.  This  loss  is  reduced  to  a  rate  per  cwt.  of  the  finished  castings 
produced.  It  is  strange  how  often  no  exact  data  are  available  of  the 
weight  of  finished  castings,  without  which  little  progress  can  be  made  in 
foundry  costing.  In  the  example  given  the  loss  of  metal  is  taken  at  1  cwt. 
per  ton  of  iron,  or  with  iron  at  50s.  per  ton,  2s.  6d.  per  ton  of  finished 
castings. 

Melting  Charges. — The  melting  charges  are  shown  separately  from 
moulding  as  6*63d.  per  cwt.  The  variations  in  melting  cost  are  a  special 
index  of  efficiency,  careless  handling  of  fuel  being  at  once  reflected  in  the 
melting  charges. 

Moulding  Charges. — Moulders  are  generally  paid  by  piece-work,  so  that 
the  exact  labour  costs  on  each  particular  casting  can  be  ascertained.  But 
where  moulders  are  paid  by  time,  records  of  the  time  spent  on  the  diflferent 
jobs  should  be  kept,  and  to  these  should  be  added  an  allowance  to  cover 
spoilt  or  wasted  work.  In  steady  routine  work  on  light  castings  the  average 
loss  from  this  cause  amounts  to  perhaps  10  per  cent  of  the  wages,  but  the 
percentage  is  varied  according  to  experience  and  the  nature  of  the  castings. 
"Where  it  is  not  possible  or  desirable  to  trace  the  cost  of  moulding  each 
casting,  the  average  cost  per  week  or  per  month  of  producing  castings  of 
different  styles  and  weights  should  be  ascertained. 
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The  remaining  items  in  the  cost  of  moulding  are  treated  as  oncost,  being 
the  indirect  wages  (foreman,  labourers,  wheelers),  with  the  various  stores, 
rent,  and  depreciation.  It  is  clear  that  if  the  work  is  of  a  uniform  class 
the  oncost  may  be  applied  according  to  the  weight  of  metal  in  the  castings, 
and  in  the  example  given  it  is  so  treated,  the  rate  of  these  expenses  being 
Is.  0-43d.  per  cwt.  The  relation  to  the  direct  wages  is  also  given  as  48-2 
per  cent. 

Differential  rates  should  be  worked  out  to  ascertain  the  variation  in  cost 
and  oncost  where  the  castings  vary,  say  between  light  and  heavy  goods,  and 
between  different  methods,  as  green-sand,  dry-sand,  and  loam.  For  instance, 
loam  castings  requiring  large  floor  space,  and  crane  power,  supervision, 
etc.,  may  justify  an  expense  rate  double  that  required  for  simple  and  small 
green-sand  castings,  while  dry-sand  castings  would  take  an  intermediate 
place.  It  is  impossible  to  do  more  here  than  indicate  an  important  line 
of  inquiry. 

Moulding-boxes  form  a  special  item ;  their  cost  in  wages  and  material 
should  be  charged  to  an  account  which  is  generally  compared  with  the 
value  of  the  boxes  at  balancing  time,  and  is  often  written  down  to  the 
approximate  value  of  the  metal  in  the  boxes,  the  difference  being  treated 
as  an  expense  of  moulding. 

Dressing  Charges. — Dressing  is  distinct  from  moulding,  but  in  routine 
work  it  is  generally  paid  by  a  percentage  upon  the  moulders'  wages.  The 
stores  and  other  oncost  items  also  vary  proportionally  with  the  direct  wages, 
so  that  dressing  is  treated  as  varying  with  the  wages  and  not  with  the 
weight  of  metal. 

Inspection,  and  Passing  Charges,  etc.,  are  sometimes  paid  for  by  a  per- 
centage on  moulders'  wages,  but  the  better  plan  is  to  pay  the  inspectors  at 
a  rate  per  ton  of  total  metal  melted,  not  of  sound  castings  passed.  In 
costing,  instead  of  treating  inspection  as  an  expense  varying  with  wages  or 
weights,  it  may  be  fitly  taken  as  part  of  the  general  expenses  to  be  dis- 
tributed in  proportion  to  the  total  prime  cost  in  wages  and  materials,  as  the 
inspection  should  vary  with  both  the  size  of  the  castings  and  the  labour 
upon  them. 

Internal  Transport  is  not  specially  shown  in  the  tables,  as  they  refer  to 
light  castings,  but  the  cost  of  movement  within  the  works  undoubtedly 
varies  with  the  weights  moved  (unless  certain  departments  are  widely  apart), 
but  it  may  also  be  treated  as  indirect  expense  allocated  to  departments. 

Materials. — With  regard  to  materials  or  special  parts  bought  in,  such  as 
firebricks  for  grates  and  stoves,  sheet-iron,  etc.,  these  should,  where  at  all 
possible,  be  charged  up  specially,  and  only  as  a  last  resort  should  they  be 
allowed  to  merge  in  the  different  oncost  ratings.  The  amount  of  these  and 
other  stores  is  readily  ascertained  by  using  special  columns  in  the  invoice 
books,  or  by  an  analysis  of  the  purchase  accounts  specially  prepared  for 
costing  purposes. 

Patterns. — Where  stock  patterns  are  used,  the  interest  and  very  heavy 
depreciation  on  their  original  cost,  together  with  the  upkeep  and  repairs 
through  the  pattern-makers'  wages,  etc.,  are  included  as  indirect  expense  or 
moulding  oncost.  But  where  patterns  are  specially  made  for  a  job  for  which 
repeat  orders  are  problematical,  they  are  charged  to  the  job  as  a  special  item 
of  cost.  The  pattern-making  account,  taken  as  a  whole,  is  therefore  divisible 
into  three  portions — one  chargeable  to  the  moulding  oncost,  another  charge- 
able to  particular  orders  as  direct  expense,  and  the  remainder  (if  any) 
capitalised.  Any  increase  or  decrease  in  the  general  capital  value  of  the 
patterns  must,  of  course,  be  considered  in  fixing  the  depreciation.     As  a 


ONCOST  221 

rule  it  is  unwise  to  write  up  the  value  of  patterns  unless  the  business  and 
turnover  are  growing :  unless  the  trade  is  expanding  it  must  be  assumed  that 
new  patterns  merely  take  the  place  of  others  which  have  become  obsolete. 

Processes. — The  grinding,  fitting,  smithy,  forging,  enamelling,  and  any 
other  similar  processes  required  in  the  industry,  consist  partly  of  direct 
wages,  and  partly  of  indirect  expenses,  the  latter  all  carefully  ascertained 
and  grouped  for  each  process,  as  shown  in  the  moulding  charges.  The 
tonnage  passing  through  departments  is  naturally  fluctuating,  and  the  basis 
for  distributing  the  indirect  expense  of  each  department  is  not  by  tonnage, 
but  by  a  percentage  on  the  direct  wages  in  that  department. 

General  Expenses. — The  general  expenses  are  shown  in  Table  III.  as 
amounting  to  £5765,  and  in  Tables  I.  and  II.  these  are  distributed  over  the 
departments  and  processes,  being  included  in  the  indirect  or  departmental 
expenses  at  a  percentage  of  the  total  wages  in  each  department,  and  not  by 
one  final  percentage  either  upon  the  total  productive  wages  or  upon  the 
prime  cost.  Each  department  thus  bears  its  share  of  the  general  expenses 
with  a  close  approach  to  accuracy.  If  preferred,  they  may  be  distributed 
by  a  percentage  upon  the  prime  cost  of  the  product  of  each  department, 
where  such  detailed  basis  is  available.  Many  manufacturers,  however,  prefer 
to  apply  their  general  expenses,  not  departmentally,  but  by  a  final  per- 
centage upon  the  total  of  all  other  expenditure,  i.e.  wages,  materials,  and 
departmental  expenses,  one  reason  being  that  in  this  way  the  total  propor- 
tion of  general  expenses  included  in  any  particular  cost  calculation  is  at 
once  seen,  so  that,  •  if  it  is  desired  to  quote  a  very  keen  price,  the  amount 
of  oncost  which  may  be  sacrificed  is  known.  But  this  objection  is  not 
important,  as  the  ratio  of  general  expense  to  prime  cost  of  production  should 
also  be  ascertained  otherwise,  and  can  be  utilised  in  revising  estimates  and 
quotations. 

Example. — The  general  effect  of  the  calculations  may  be  made  clearer 
by  applying  them  to  the  following  pro  forma  estimate  of  the  cost  of  a 
casting  for  which  no  special  pattern  is  made.  The  figures  are,  of  course, 
supposititious,  and  based  on  those  in  Table  I. 


Metal — 1  cwt.  at  50s.  per  ton 
Melting,  per  cwt. 
Loss  on  melting  (5  per  cent) 

Moulding — 

Wages  (direct),  say    . 

Moulding  oncost  (48-2  per  cent  on  wages) 

Dressing — 10  per  cent  on  moulding  wages 
Inspection  and  weighing,  per  cwt. 

Cost  of  casting  at  works  (including  proportion  of  general 
oncost)  .... 

To  this  has  to  be  added  provision  for  discount,  carriage,  insurance,  and 
dues,  etc.,  according  to  terms  and  market,  and  any  special  allowance  for 
breakage  in  transit  if  thought  necessary.  Where  a  casting  goes  through 
one  or  more  processes,  and  where  special  accuracy  is  required  for  preparation 
of  price  lists,  for  special  orders,  or  to  ascertain  costs  of  processes,  the  direct 
wages  of  each  department  must  be  taken,  and  the  indirect  expenses  of  that 
department  applied  thereto  in  proportion  to  the  direct  wages. 


d. 

£ 

s. 

2/6 
0/6-63 

0/1-5 

0 

3 

2-13 

3/0 
1/5-35 

0 

4 

5-35 

0 

0 

3-6 

• 

0 

0 

2-67 

eneral 

0 

8 

1-75 
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The  direct  wages  may  be  shown  in  one  column  and  the  indirect  expenses 
alongside,  thus : — 

Estimate  of  Cost  Processes  alone. 


Process. 

Direct  Wages, 
say 

Indirect  Expense. 

Percentage  of  Direct 
Wages. 

Amount. 

Orinding 

Fitting 

Forging 

Enamelling,  etc 

Total  oncost 

Total  direct  wages  per  column 

Total  cost  of  processes     . 

«.    d. 
1     0 
0  10 

0  6 

1  6 

95-75 

77-20 

66-71 

118-14 

s.    d. 

0  Hi 

0    7i 

0  4 

1  9 

3     8 
3  10 

7    6 

The  percentages  are  ascertained  from  an  abstract,  of  which  Table  II. 
forms  only  a  portion.  More  detailed  calculations  are,  of  course,  required  in 
this  plan,  but  they  are  justified  by  the  value  of  the  results  which  may  be 
applied  in  practice  without  difficulty. 


Talle  I. — Analysis  of  an  Iron  Foundry  Trading  Account  for  year  19 

as  a  basis  for  Preparation  and  Comparison  of  Costs 

A.    Ieon — Tonnage  of  sound  Castings T.  5000 

Tonnage  used 5250 


Difiference,  being  Loss  in  Melting  and  Moulding,  say  5  per  cent 


T.  250 


Per  Ton. 
Average  price  delivered 

at  Foundry,  say  .  £2  10  0 
Add — Loss  in  Melting 

as  above,  5  per  cent .       0    2    6 

Cost  of  Iron  per  ton  of  finished 

Castings         .         .         .         .  £2  12     6 

Or  on  5000  tons  of  finished  Castings,   gives 

total  cost  of  Iron  used  (being  2s.  7-5d.  per 

cwt.) 

B.   Cost  of  Castings  (in  Wages,  Stores  and  Expenses) — 
(1)  Melting  Charges  (all  treated  as  Expenses) — 
Indirect  Wages — 
Furnacemen      ....        £300    0    0 
Labourers 300    0    0 


Fuel- 
Coke 
Coal. 


£1,500    0    0 
50    0    0 


Stores  and  Materials — 
Fireclay,  Ganister,  Firebricks,  Aprons,  etc. 

Power  (proportion) 

Rents,  Taxes,  etc.  (proportion)     .... 

Water  and  Lighting  (proportion) 

Depreciation,   Repairs,   and    Upkeep    of   Plant, 

Tools,  etc 

General  Expenses,  in  proportion  to  wages    . 
Total  Melting  Charges  (being  6 -63d.  per  cwt.  of 

finished  Castings) 

Carry  forward 


£600    0    0 


1,550    0  0 

80    0  0 

130    0  0 

0  0 

0  0 


70 
5 


160    0    0 
166    0    0 


£13,125    0    0 


2,761     0    0 
£15,886     0    0 
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B.  Cost  of  Castings — continued 

Brought  forward 

(2)  Moulding  Charges — 

(a)  Direct  or  Productive  "Wages  of  Moulders — 

Time £750    0     0 

Piecework      .         .         .         .      10,000     0     0 

(i)  Indirect  Expenses — 
Indirect  Wages — 

Foremen     ....        £300     0    0 
Labourers  (proportion)       .  150    0     0 

Wheelers  (proportion)         .  175     0     0 

Total  Indirect  Wages  (being 
5  '81  per  cent  of  the  Direct 
Wages)  ....        £625     0    0 
Stores  and  Materials — 
Sand,  Blacking, 

Coal-Dust,etc.  £500  0  0 
Files.  .  .  80  0  0 
Moulding  Boxes  200  0  0 
Varnishes.         .       35   0   0 

815     0     0 

Power  (proportion)         .         .  100     0    0 

Rent,  Taxes,  etc.  (proportion)  200    0     0 

Water  and  Lighting  (propor- 
tion)       ....  15     0     0 
Depreciation,     Repairs,     and 

Upkeep  ....  280     0    0 

General  Expenses,  in  propor- 
tion to  all  Wages    .         .        3,147     0    0 

Total  Indirect  Expenses  (being  48  "2  per  cent 
of  Direct  Wages,  or  Is.  0  ■43d.  per  cwt. ) 

Note. — These  Indirect  Expenses  maybe  sub- 
divided   and    allocated    at    different    rates, 
according   to  the  quantities  of  the  various 
classes  of  Castings  produced,  say  : — 
Dry-sand     =  per  cwt. 

Green-sand  =  do. 

Loam  =  do. 

Total  Moulding  Charges  (being  3s.  2'24d. 
per  cwt.  of  finished  Castings) 

(3)  Dressing  Charges,  partly  Direct  Wages  and  partly 

Indirect  Expenses  both  classified  as  in  preceding 
head  (being  3"64d.  per  cwt.  of  finished  Castings) 

(4)  Inspection  and   Weighing  Charges,  all  treated  as 

Expenses  and  classified  as  in  preceding  head, 

(being  2'67d.  per  cwt.  of  finished  Castings) 

General  Total  of  Branches  A.  and  B., 

BEING    Cost    of    finished    Castings, 

INCLUDING  Direct  Wages  (being  on  an 

average  6s.  10'68d.  per  cwt.)  . 

C.  Cost  of  Processes  or  Departments — 

(The  details  of  Wages,  Stores,  and  Charges  for 
each  process  are  worked  out  similarly  to 
the  Moulding  Charges  above) 

(5)  Grinding  Charges  . 

(6)  Fitting  Charges 

(7)  Forging  or  Smithy  Charges 

(8)  Enamelling  Charges       ...... 

(9)  Warehouse  and  Despatch  Charges,  all  treated  as 

expenses,  (being  5'62d.    per  cwt.  of  Castings 
produced) 


Carry  forward 


£10,750  0  0 


5,182  0  0 


£783  0  0 

2,658  0  0 

1,167  0  0 

1,527  0  0 

2,340  0  0 


£15,886     0     0 


15,932  0  0 
1,519  0  0 
1,114     0     0 


£34,451     0     0 


8,475     0    0 
£42,926     0    0 
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Table  I. — Iron  Foundry  Trading  Account — continued 


Broughl 

i  forward 

£42,926     0    0 

D.  Pattkbnmakinq  Charges— 

(o)  Direct  Wages — 

Patternmakers 

, 

, 

£2100 

0 

0 

(b)  Indirect  Expenses — 

Indirect  Wages — 

Foremen  .         .  £140    0     0 

Pattern   Store- 

men     .         .     160     0    0 

£300    0 

0 

Castings     .        .  £200    0    0 

Wood.        .        .     300    0    0 

500     0 

0 

Stores  and  Materials — 

Glue,  screws,  naphtha,  etc. 

60     0 

0 

Power 

80     0 

0 

Rent,  Taxes,  etc.  . 

70     0 

0 

Water  and  Lighting 

5     0 

0 

. 

Depreciation,    Repairs,    and 

Upkeep     .... 

170    0 

0 

General  Expenses  in  propor- 

tion to  Wages  . 

665     0 

0 

Total  Indirect  Expenses  (being 

88-09  per  cent 

of  Direct  Wages) 

•                * 

• 

1850 

0 

0 

£3950 

0 

0 

Deduct — 

Cost  of  Patterns  specially  made  for  customers 

and  added  to  the  cost  of  goods  charged 

to 

them 

£1475    0 

0 

Value  of  Metal  in  Patterns 

broken  up  for  scrap    . 

125    0 

0 

Increase    in  Total   Value    of 

Patterns  during  period  :  i.e. 

proportion  of  outlay    capi- 

talised       .... 

350     0 

0 

1950 

0 

0 

maintenance 

Balance,  being  cost  of  making  and 

of  Patterns  during  period . 

• 

2,000    0    0 

Total  Cost  of  pkodtjcing  5000  Tons   (be 
per  ton,  or  8s.  ll-82d.  per  cwt.)     . 

ing  £8 :  19 

8 

£44,926     0    0 

[Table  II. 
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Table  II. — Portion  of  an  Abstract  of  Indirect  Expenses  of  an  Iron  Foundry 

for  year  19 ,  to  show  Apjportionment  over  various  Departments 

and  Processes. 


Departments  and  Processes. 

Indirect  Expenses. 

Total  Expenditure 

Melting. 

Moulding. 

d 
.2 

2 

Trading  Account. 

£ 

s. 

d. 

£       s.    d. 

£         s.    d. 

Indirect    "Wages    (not    chargeable    to 

a 

specific  jobs) 

600 

0 

0 

625     0     0 

o 

3,725     0    0 

Power 

130 

0 

0 

100    0    0 

-^ 

600     0    0 

Fuel  (for  Melting  only) 

1,550 

0 

0 

§ 

1,550     0    0 

Rent,  Taxes,  and  Insurance   . 

70 

0 

0 

200    0    0 

g 

660     0     0- 

Depreciation 

100 

0 

0 

180     0    0 

795     0    0 

Repairs  and  Upkeep      .... 

60 

0 

0 

100     0     0 

g 

330    0    0 

Water  and  Lighting       .... 

5 

0 

0 

15     0     0 

^ 

46     0    0 

General  Expenses  in  proportion  to  Total 

o 

Wages  (Direct  and  Indirect)  Table  III. 

166 

0 

0 

3,147     0    0 

z 

5,765     0     0 

Stores  and  Materials  used  in  each  De- 

c3 

partment    (not    chargeable     to    any 

« 

tM 

specific  job) 

Total  Indirect  Expenses 

80 

0 

0 

815     0     0 

a 

3,170    0    0 

2,761 

0 

0 

5,182    0    0 

16,641     0     0 

Direct  Wages  (of  Production) 

Total  Wages  and  Expenses  per  Trading 

10,750    0     0 

O 

17,110     0    0 

Accounts 

2,761 

0 

0 

15,932    0    0 

d 

33,751     0     0 

Add  Price  of  Iron  £13,125,  less  Credits  to  Patternmaking  Account 

£1950 

(per  Table  I.  (D.)) 

Total  Cost  of  Producing  5000  tons  of  Castings     . 

•               •               . 

11,175     0    0 

44,926     0    0 

Table  III. — Details  of  "  General  Expenses  "  as  distributed  over  Departments 
and  Processes  in  proportion  to  Total  Wages  (Direct  and  Indirect). 


£ 

s. 

d. 

£ 

s.    d. 

Expenses  of  Distribution — 

Travellers'  Salaries  and  Expenses 

800 

0 

0 

Agency  Charges 

350 

0 

0 

Stationery  and  Advertising 

390 

0 

0 

Catalogues,  etc 

50 

0 

0 

Stable  Expenses 

85 

0 

0 

Breakages 

200 

0 

0 

Bad  Debts 

250 

0 

0 

2125 

0     0 

Earpenses  of  Administration — 

Rent,  Taxes,  and  Insurance  (Office  proportion) 

530 

0 

0 

Salaries,  Office  and  Drawing  Office 

1330 

0 

0 

Do.,      Partners'  or  Directors'     . 

600 

0 

0 

General  Office  Expenses         .... 

500 

0 

0 

Subscriptions  and  Gratuities 

80 

0 

0 

Water  and  Lighting 

50 

0 

0 

Bank  Charges        .         .         .         .         .         . 

50 

0 

0 

Interest  on  Capital — Balance 

500 

0 

0 

3640 

0    0 

5765 

0     0 

Note. — Trade  discount  and  outward  carriage  are  excluded  from  the  above,  as  they  fall  to  be 
specially  dealt  with  and  charged  as  distinct  items  in  costing.  Inward  carriage  is  assumed  to 
be  included  in  the  cost  of  raw  material,  fuel,  and  stores. 

Interest  on  capital  is  the  balance  of  the  account  after  crediting  the  sums  charged  as  rent 
to  the  different  departments. 

A  sum  is  included  in  name  of  working  salaries  to  partners,  or  their  equivalent  as  directors' 

fees.  John  Mann,  Jun. 
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Open  Cover. — An  informal  document  handed  by  a  marine  insur- 
ance company  to  an  applicant  who  at  the  time  has  no  insurable  interest, 
but  which  entitles  such  applicant,  or  his  assignees,  on  goods  being  shipped 
and  on  payment  of  the  premium  to  get  a  policy  on  the  goods  shipped. 
This  document  is  peculiar  in  that  it  not  only  binds  the  marine  insurance 
company  to  the  original  applicant,  but  to  any  one  who  comes  forward  and 
produces  it  to  them. 

Options. — A  mode  of  speculating  in  stocks  and  shares  frequently 
met  with  in  the  London  Stock  Exchange,  but  more  especially  in  Paris  and 
New  York.  An  option  is  a  contract  whereby  it  is  agreed  that  one  party, 
on  paying  down  a  sum  of  money,  can  call  on  another  to  conclude  a  purchase 
or  sale  on  or  before  a  certain  future  date  at  a  price  agreed  on  at  the  time 
of  making  the  contract.  There  are  two  kinds  of  options,  the  "  put "  and 
the  "  call."  The  "  put "  is  where  a  speculator  agrees  to  deliver  to  another 
person  on  a  certain  date  certain  stocks  at  a  rate  fixed  on  at  the  time  of 
the  bargain.  For  example :  Suppose  a  speculator  thought  that  certain 
bonds  were  at  the  present  dear  at  75,  and  would  likely  fall  in  price, 
he  would  instruct  his  broker  to  "  put,"  i.e.  deliver  £100,000  of  these  at  75 
on  the  last  day  of  the  month  or  other  fixed  date.  If  the  bonds  fall  in 
value  before  the  end  of  the  month  he  can  buy  £100,000  worth,  knowing 
that  he  can  deliver  them  at  75  on  the  last  day  of  the  month.  If  the 
bonds  rise  in  value,  and  the  speculator  never  gets  a  chance  to  buy  under 
75  before  the  term  of  option  expires,  he  abandons  his  right  to  "  put "  or 
deliver,  and  loses  the  money  he  has  paid  for  that  right. 

The  "  call "  is  where  one  party  has  the  option  of  calling  on  another  to 
sell  to  him  at  a  fixed  price.  Where  the  risks  of  fluctuation  are  great 
the  price  of  these  options  may  be  as  high  as  1  and  2  per  cent  on  the 
nominal  amount  of  the  transaction.  Neither  party  is  bound  to  exercise 
his  option,  but  if  he  does  so  the  price  agreed  on  must  be  paid  for  the  stock. 

The  double  operation  of  "put  and  call"  may  be  contracted  for,  and  the 
price  paid  down  for  this  is  usually  double  the  price  of  the  single  operation. 

Options  are  not  confined  to  stocks  and  shares,  but  are  also  common  in 
the  United  States  with  such  commodities  as  wheat  and  sugar. 

Options  to  subscribe  for  additional  shares,  either  at  par  or  at  a  fixed 
price,  are  frequently  given  to  subscribers  for  shares  in  a  joint-stock  com- 
pany as  a  consideration  for  their  so  subscribing.  These  options  sometimes 
form  an  attractive  inducement  to  subscribers,  and  enable  the  company 
in  many  cases  to  get  the  capital  subscribed  without  resorting  to  under- 
WTiting.  Such  options  are  not  an  application  of  the  share  or  capital  money 
of  the  company  within  the  prohibition  of  section  8  (2)  of  the  Companies 
Act  1900. 

Order. — The  words  "  or  order  "  added  to  the  name  of  the  payee  in  a 
cheque  or  bill  were  originally  used  with  the  view  of  allowing  the  payee  to 
order  that  the  sum  should  be  paid  to  some  one  else,  but  under  section  8  of 
the  Bills  of  Exchange  Act  of  1882  it  is  provided  that  a  bill  is  payable  to 
order  which  is  expressed  to  be  so  payable,  or  which  is  expressed  to  be  pay- 
able to  a  particular  person,  and  does  not  contain  words  prohibiting  transfer, 
or  indicating  an  intention  that  it  should  not  be  transferable.  The  use  of 
the  words  "  or  order  "  has  thus  been  rendered  unnecessary,  but  they  are  still 
usually  retained. 

Paid  up  Capital.  See  Capital  of  Joint-Stock  Companies, 
vol.  ii.  p.  16. 
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Par. — The  Latin  word  for  equal,  and  is  used  on  the  Stock  Exchange 
for  the  nominal  or  face  value  of  a  security.  With  Government  and 
municipal  stocks  "par"  is  usually  taken  as  £100,  and  with  the  shares  of 
companies  at  the  amount  paid  up  per  share.  In  the  case  of  new  issues 
before  the  special  settlement  has  taken  place  the  shares  and  stocks  are 
quoted  at  so  much  premium  or  discount,  which  is  reckoned  upon  the  amount 
called  up  to  date. 

Par  of  Exchang'e.     See  Fokeign  Exchanges,  vol.  iii.  p.  97. 


Partnership. 

1.  Nature  of  Partnership — 

(1)  Definition 

(2)  Rules  for  determining  the 

Existence  of  a  Partner- 
ship   .... 
^3)    Who  may  he  Partners 

(4)  Form  of  Partnership  Con- 

tract .... 

(5)  Duration  of  Partnership 

2.  Relations   of    Partners    to 
Persons  dealing  with  them — 

(1)  Power  of  Partner  to  hind 

the  Firm 

(2)  Implied     Authority      in 

Matters  of  Contract 

(3)  Firm  when  hound  hy  Acts 

of  its  Agent 

(4)  Liahility    of    Firm   for 

Torts. 

(5)  Liahility  of  Partners  to 

Creditors — 
(a)  Nature  of  Liahility    . 
(h)  Extent  of  Liability     . 
(c)  Duration  of  Liahility 

3.  Relation    of    Partners    to 

one  Another — 
^1)  Generally        .         . 

(2)  Conduct   of  Partnership 

Business 

(3)  Duty    to    ohserve     Good 

Faith 

(4)  Rules   as   to   Interest   of 

Partners 


228 


228 
230 

232 
232 


232 
233 
233 
234 


236 
237 
237 


242 
242 
243 


(5)  Lien  of  Partner  on  Pro- 

perty of  Firm      .         .     244 

(6)  Liability    for    Partners' 

Separate  Debts     .         .     245 

(7)  Transfer  of  Shares  .     246 

(8)  Accounts  du/ring  the  Part- 

nership       .         .         .     246 

4.  Dissolution  and  Winding-up — 

(1)  When     Dissolution     can 

take  place    .  .         .     247 

(2)  Dissolution  hy  the  Court       247 

(3)  Courts   having   Jurisdic- 

tion to  Dissolve    .         .     248 

(4)  Dissolution  on  account  of 

Fraud  and  Misrepre- 
sentation    .  .  .249 

(5)  Dissolution   by  an  Arbi- 

trator .         .         .     249 

(6)  Effect  of  a  Dissolution  as 

regards  Third  Persons      249 

(7)  Winding-up   .  .  .     250 

(8)  Application   of  Partner- 

ship Property      .         .     251 

(9)  Rules  as   to  Disposal  of 

Goodwill     .         .         .251 

(10)  Accounts  on  Dissolution  .     252 

(11)  Distribution  of  Assets  on 

Final  Settlement  of 
Accounts  after  Dissolur 
tion    ....     254 


243    5.  Bankruptcy  . 


254 


Pkior  to  the  year  1890  the  law  of  partnership  was  only  to  be  found 
in  legal  decisions  and  text-books,  but  in  that  year  the  law  on  this  subject 
was  to  a  large  extent  codified,  and  to  some  extent  amended  by  the 
Partnership  Act  1890,  which  came  into  operation  on  the  1st  January 
1891.  This  Act  does  not  purport  to  abrogate  the  case-law  on  the  subject, 
but  oh  the  contrary  declares  that  "  the  rules  of  equity  and  common  law 
applicable  to  partnership  shall  continue  in  force  except  so  far  as  they  are 
inconsistent  with  the  express  provisions  of  this  Act "  (sec.  46).  The  Act, 
therefore,  has  to  be  read  and  applied  in  the  light  of  the  decisions  which 
have  built  up  the  existing  rules.     The  Act  contains  no  provisions  regu- 
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lating  the  administration  of  partnership  assets  in  the  event  of  death  or 
bankruptcy,  and  it  is  silent  on  the  subject  of  goodwill 

1.  Nature  of  Partnership 

Definition  of  Partnership. — Partnership  is  defined  by  the  Act  (sec.  1)  to 
be  "  the  relation  which  subsists  between  persons  carrying  on  business  in 
common  with  a  view  of  profit."  But  the  following  are  excluded  from  the 
provisions  of  the  Partnership  Act : — (a)  Companies  registered  under  the 
Companies  Acts  1862-1900 ;  (b)  Companies  formed  or  incorporated  by  or  in 
pursuance  of  any  other  Acts  of  Parliament,  or  letters -patent,  or  royal 
charter ;  or  (c)  Companies  engaged  in  working  mines  within  and  subject  to 
the  jurisdiction  of  the  Stannaries. 

Business  includes  every  trade,  occupation,  or  profession  (sec.  45).  The 
test  of  partnership  is  the  carrying  on  of  a  business,  and  not  an  agreement 
to  carry  it  on.  Societies  which  do  not  carry  on  business  with  a  view  to 
profit,  such  as  clubs,  and  societies  formed  for  the  purpose  of  purchasing  land 
and  reselling  it  to  the  members,  or  of  investing  the  moneys  of  the  members, 
and  managing,  but  not  trafficking  in  the  investments  so  made,  are  not 
partnerships.  Moreover,  although  such  societies  as  mutual  insurance,  or 
mutual  benefit  societies  have  been  held  to  be  associations  for  the  acquisition 
of  gain  within  the  meaning  of  the  Companies  Act  1862,  yet  these  societies 
are  not  partnerships,  for  the  members  do  not  carry  on  any  business  in 
common,  nor,  it  would  seem,  is  their  business,  such  as  it  is,  carried  on  with 
a  view  to  profit  in  the  sense  in  which  that  word  is  used  in  the  above 
definition  (Padstow  Total  Loss  Association,  1882,  20  Ch.  D.  145). 

Rules  for  determining  Existence  of  Partnership. — In  determining  whether 
a  partnership  does  or  does  not  exist,  regard  shall  be  had  to  the  following 
rules  (sec.  2) : — 

(1)  Joint  tenancy,  tenancy  in  common,  joint  property,  common  property, 
or  part  ownership,  does  not  of  itself  create  a  partnership  as  to  anything  so 
held  or  owned,  whether  the  tenants  or  owners  do  or  do  not  share  any  profits 
made  by  the  use  thereof. 

(2)  The  sharing  of  gross  returns  does  not  of  itself  create  a  partnership, 
whether  the  persons  sharing  such  returns  have  or  have  not  a  common  right 
or  interest  in  any  property  from  which  or  from  the  use  of  which  the  returns 
are  derived. 

(3)  The  receipt  by  a  person  of  a  share  of  the  profits  of  a  business  is 
prima  facie  evidence  that  he  is  a  partner  in  the  business,  but  the  receipt  of 
such  a  share,  or  of  a  payment  contingent  on  or  varying  with  the  profits  of 
a  business,  does  not  of  itself  make  him  a  partner,  in  the  business ;  and  in 
particular — 

(a)  The  receipt  by  a  person  of  a  debt  or  other  Liquidated  amount  by 
instalments  or  otherwise  out  of  the  accruing  profits  of  a  business  does  not 
of  itself  make  him  a  partner  in  the  business  or  liable  as  such ; 

(V)  A  contract  for  the  remuneration  of  a  servant  or  agent  of  a  person 
engaged  in  a  business  by  a  share  of  the  profits  of  the  business  does  not  of 
itself  make  the  servant  or  agent  a  partner  in  the  business  or  liable  as 
such; 

(c)  A  person  being  the  widow  or  child  of  a  deceased  partner,  and 
receiving  by  way  of  annuity  a  portion  of  the  profits  made  in  the  business  in 
which  the  deceased  person  was  a  partner,  is  not  by  reason  only  of  such 
receipt  a  partner  in  the  business  or  liable  as  such ; 

{d)  The  advance  of  money  by  way  of  loan  to  a  person  engaged  or  about 
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to  engage  in  any  business  on  a  contract  with  that  person  that  the  lender 
shall  receive  a  rate  of  interest  varying  with  the  profits,  or  shall  receive  a 
share  of  the  profits  arising  from  carrying  on  the  business,  does  not  of  itself 
make  the  lender  a  partner  with  the  person  or  persons  carrying  on  the 
business  or  liable  as  such.  Provided  that  the  contract  is  in  writing,  and 
signed  by  or  on  behalf  of  all  the  parties  thereto ; 

(e)  A  person  receiving  by  way  of  annuity  or  otherwise  a  portion  of  the 
profits  of  a  business  in  consideration  of  the  sale  by  him  of  the  goodwill  of 
the  business,  is  not  by  reason  only  of  such  receipt  a  partner  in  the  business 
or  liable  as  such. 

Gross  returns  in  subsec.  2  of  sec.  2  are  to  be  contrasted  with  "  profits  " 
in  subsec.  3.  The  former  mean  gross  profits,  and  the  latter  net  profits 
(Lindley,  Partnership,  p.  37).  It  was  formerly  supposed,  both  in  England 
and  Scotland,  that  a  right  to  share  in  the  profits  of  a  business  was  a  con- 
clusive proof  of  partnership ;  but  this  doctrine  was  overruled  by  the  House 
of  Lords  in  the  celebrated  case  of  Cox  v.  Hickman  (1860, 8  H.L.  268).  Since 
this  decision  participation  in  profits  has  ceased  to  be  a  conclusive  test  either 
of  partnership  or  of  liability  as  a  partner.  The  provisions  of  the  Partnership 
Act  do  not  enable  persons  who  are  really  partners  to  escape  from  the 
liabilities  of  that  position.  Persons  who  have  advanced  money  to  others 
engaged  in  business  have  in  many  cases  been  held  to  be  partners,  in  spite  of 
elaborate  precautions  to  avoid  the  risk  (see  Syers  v.  Syers,  1876, 1  A.C.  174), 
where  the  so-called  lender  was  found  to  be  a  partner.  Persons  who  agree 
to  share  the  profits  of  a  business  and  to  share  the  losses  in  the  sense  of 
making  good  the  losses,  if  any  are  sustained,  will  be  partners  in  the  business, 
though  as  between  themselves  and  the  other  persons  interested  they  may 
not  have  all  the  rights  of  partners  ( Walker  v.  Hirsch,  1884,  27  Ch.  D.  460), 
Persons  may,  however,  be  liable  to  make  good  some  losses  without  thereby 
becoming  partners  {Sutton  &  Go.  v.  Grey  [1894],  1  Q.B.  285).  Persons  may 
be  partners  in  one  particular  transaction  or  series  of  transactions  without 
being  partners  in  their  business  generally  (Bobinson  v.  Anderson,  1855,  20 
Beav.  98). 

Every  one  who  by  words  spoken  or  written  or  by  conduct  represents 
himself,  or  who  knowingly  suffers  himself  to  be  represented,  as  a  partner  in 
a  particular  firm,  is  liable  as  a  partner  to  any  one  who  has  on  the  faith  of  any 
such  representation  given  credit  to  the  firm,  whether  the  representation  has 
or  has  not  been  made  or  communicated  to  the  person  so  giving  credit  by  or 
with  the  knowledge  of  the  apparent  partner  making  the  representation  or 
suffering  it  to  be  made.  Provided  that  when  after  a  partner's  death  the 
partnership  business  is  continued  in  the  old  firm-name,  the  continued  use 
of  that  name  or  of  the  deceased  partner's  name  as  part  thereof  shall  not  of 
itself  make  his  executors  or  administrators,  estate  or  effects,  liable  for  any 
partnership  debts  contracted  after  his  death  (sec.  14,  subsecs.  1  and  2).  To 
constitute  "  holding  out "  there  must  be  a  real  lending  of  the  party's  credit 
to  the  partnership.  The  use  of  a  man's  name  without  his  knowledge  cannot 
make  him  a  partner  by  estoppel.  Also  the  use  of  his  name  must  have  been 
made  known  to  the  person  who  seeks  to  make  him  liable,  otherwise  there  is 
no  duty  towards  that  person.  There  may  be  a  "  holding  out "  without  any 
direct  communication  by  words  or  conduct  between  the  parties.  One  who 
makes  an  assertion  intending  it  to  be  repeated  and  acted  upon,  or  even 
under  such  circumstances  that  it  is  likely  to  be  repeated  and  acted  upon  by 
third  persons,  will  be  liable  to  those  who  afterwards  hear  of  it  and  act  upon 
it.  "  If  the  defendant  informs  A  B  that  he  is  a  partner  in  a  commercial 
house,  and  A  B  informs   the   plaintiff,  and   the  plaintiff,  believing   the 
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defendant  to  be  a  member  of  the  firm,  supplies  goods  to  them,  the  defendant 
is  liable  for  the  price."  If  the  party  is  not  named,  or  even  if  his  name  is 
refused,  but  at  the  same  time  such  a  description  is  given  as  sufficiently 
identifies  the  person,  the  result  is  the  same  as  if  his  name  had  been  given 
as  a  partner  (per  Williams,  J.,  Martyn  v.  Gray,  1863,  14  C.B.N.S.  841). 
The  rule  as  to  "  holding  out "  extends  to  administration  in  bankruptcy.  If 
two  persons  trade  as  partners,  and  buy  goods  on  their  credit  as  partners,  and 
afterwards  both  become  bankrupt,  then,  whatever  the  nature  of  the  real 
agreement  between  themselves,  the  assets  of  the  business  must  be  adminis- 
tered as  joint  estate  for  the  benefit  of  the  creditors  of  the  supposed  firm  (re 
Bowland  v.  Crankshaw,  1866,  L.N.  1  Ch.  421).  A  partner  who  has  retired 
from  the  firm  may  be  liable  on  the  principle  of  "  holding  out "  for  debts  of 
the  firm  contracted  afterwards,  if  he  has  omitted  to  give  notice  of  his  retire- 
ment to  the  creditors.  But  he  cannot  be  thus  liable  to  a  creditor  of  the  firm 
who  did  not  know  him  to  be  a  member  while  he  was  such  in  fact,  and  there- 
fore cannot  be  supposed  to  have  dealt  with  the  firm  on  the  faith  of  having 
his  credit  to  look  at.  This  is  the  meaning  of  the  saying  that  "  a  dormant 
partner  may  retire  from  a  firm  without  giving  notice  to  the  world." 

Who  may  he  Partners. — The  common  law  of  England  imposes  no  limit 
on  the  number  of  persons  who  may  be  associated  together  in  partnership, 
but  since  the  Companies  Act  1862  (sec.  4)  no  partnership  may  be  formed 
between  more  than  ten  persons  if  the  partnership  business  be  that  of 
bankers,  or  more  than  twenty  persons  in  other  cases.  Those  who  are 
incapable  of  becoming  partners  may  be  divided  into  two  classes : — (1)  those 
incapable  by  statute,  and  (2)  those  incapable  at  common  law. 

1.  The  relation  between  members  of  any  company  or  association  which  is 
(a)  registered  as  a  company  under  the  Companies  Act  1862,  or  any  other  Act 
of  Parliament  for  the  time  being  in  force  and  relating  to  the  registration  of 
joint  stock  companies ;  or  (&)  formed  or  incorporated  by  or  in  pursuance  of 
any  other  Act  of  Parliament  or  letters  patent,  or  royal  charter ;  or  (c)  a 
company  engaged  in  working  mines  within  and  subject  to  the  jurisdiction 
of  the  Stannaries,  is  not  a  partnership  within  the  meaning  of  the  Partner- 
ship Act  1890. 

2.  Incapable  at  Common  Law. — By  the  law  of  Scotland  age  is  generally 
divided  into  majority  and  minority.  Minority  is  more  strictly  divided 
into  pupillarity  and  minority.  Pupillarity  is  the  period  of  life  ex- 
tending from  birth  to  twelve  years  in  females  and  fourteen  years  in  males. 
Minority  is  the  period  of  life  extending  from  twelve  years  of  age  in  females 
and  fourteen  years  of  age  in  males  until  twenty-one  years  of  age.  Majority 
is  attained  on  the  completion  of  twenty-one  years  of  age.  A  pupil  cannot 
become  a  partner,  though  he  may  be  beneficially  interested  in  a  share  of 
partnership  (Fraser,  Parent  and  Child,  150).  A  minor  can  become  a 
partner  and  be  liable  for  the  firm's  debts  (see  Duncanson,  1715,  Mor.  8,  928; 
Wilson,  1816,  6  Pat.  222).  Although  a  minor  can  enter  into  the  con- 
tract of  partnership  without  the  necessity  of  choosing  curators,  the  contract 
is  reducible  by  him  after  he  comes  of  age  on  proof  of  enorm  lesion.  This 
right,  however,  he  must  exercise  within  four  years  of  his  majority ;  hence  it 
is  called  anni  utiles  or  quadriennium  utile.  It  is  also  barred  by  ratification 
at  any  time  after  majority.  If,  however,  the  minor  have  curators  and  enter 
into  contracts  without  their  consent,  the  contracts  with  few  exceptions  are 
null,  and  may  be  set  aside  at  any  time. 

An  infant  (i..e.  a  person  under  twenty-one  years  of  age)  in  English  law 
may  be  a  partner,  but  whilst  an  infant  he  incurs  no  liability,  and  is  not 
responsible  for  the  debts  of  the  firm  (Zovell  v.  Beauchamp  [1894],  A.C. 
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607).  His  partners,  however,  have  the  right  to  apply  the  whole  of  the 
partnership  assets,  including  his  share,  in  payment  of  the  partnership  debts, 
and  the  infant  cannot  insist  that  on  taking  the  partnership  accounts  he 
shall  be  credited  with  profits  and  not  be  debited  with  losses  {L.  &  N.  W. 
By.  Co.  V.  M'Michael,  1850,  5  Ex.  114).  If  judgment  is  obtained  against  a 
firm  of  which  an  infant  is  a  member,  execution  may  issue  against  the 
property  of  the  firm,  but  not,  it  seems,  against  the  infant's  share  in  the 
profits  {Harris  v.  Beaucham'p  Bros.  [1893],  2  Q.B.  534).  An  infant  may 
determine  the  partnership  either  before  or  within  a  reasonable  time  after 
attaining  his  majority,  and  if  he  has  derived  no  benefit  from  the  partner- 
ship (but  not  otherwise),  he  may  recover  any  premiums  he  has  paid 
{Holmes  v,  Blogg,  1817,  8  Taun.  508;  Hamilton  v.  Vaughan-Sherrin 
Electric  Engineering  Co.  [1894],  3  Ch.  589).  An  infant  on  attaining  his 
majority  should  determine  the  partnership  at  once  if  he  intends  to  do  so, 
and  give  notice  of  such  determination,  otherwise  he  may  be  liable  under 
the  doctrine  of  holding  out  for  debts  of  the  firm  incurred  after  he  attained 
twenty-one  {Goode  v.  Harrison,  1821,  5  B.  and  Aid.  147). 

Zw%ai!*cs.— Besides  pupils  and  minors,  all  other  persons  incapable  of 
giving  consent  are  incapable  of  becoming  partners ;  thus  idiots  and  lunatics 
cannot  enter  into  partnership,  but  they  may  continue  to  enjoy  the  share  of 
a  partnership  which  has  pre-existed.  In  other  words,  no  idiot  or  lunatic 
can  become  a  partner,  but  if  a  partner  of  an  existing  firm  become  insane, 
this  does  not  ipso  facto  annul  the  partnership.  The  insanity  of  a  partner, 
however,  always  was  at  common  law,  and  is  now  by  sec.  35  of  the 
Partnership  Act,  a  reason  for  having  an  existing  partnership  dissolved. 

Married  Women. — Apart  from  the  Married  Women's  Property  Acts, 
and  the  doctrine  of  separate  estate,  a  married  woman  is  incapable  of 
entering  into  a  contract,  and  therefore  of  becoming  a  partner,  except  (1) 
when  her  husband  is  a  convicted  felon ;  (2)  when  the  husband  and  wife 
are  judicially  separated;  (3)  when  the  wife  is  deserted  by  her  husband, 
and  has  obtained  a  protection  order  against  him  (20  &  21  Vict.  c.  85,  and 
21  &  22  Vict.  c.  108);  (4)  when  the  husband  is  an  alien  enemy  and 
abroad ;  and  (5)  by  the  custom  of  London,  the  wife  of  a  freeman  may  trade 
as  a.  feme  sole.  In  equity  a  married  woman  has  power  to  contract  so  as  to 
bind  her  separate  property,  which  is  not  subject  to  a  restraint  on  anticipa- 
tion. The  Married  Women's  Property  Acts  1882  to  1893  also  enable 
married  women  in  England  to  contract  so  as  to  bind  their  existing  and 
(since  the  Act  of  1893)  their  future  separate  property,  which  is  not  subject 
to  such  restraint.  To  this  extent,  therefore,  a  married  woman  may  be  a 
partner  even  with  her  husband,  and  although  she  will  incur  no  personal 
liability,  her  separate  property  will  be  liable  for  the  debts  of  the  firm.  If 
she  carries  on  a  trade  separately  from  her  husband  she  is  liable  to  the 
bankruptcy  law  (45  &46  Vict.  c.  75,  sec.  1  (5);  In  re  Hannah  Lynes  [1893] 
2  Q.B.  113).  The  law  in  Scotland  on  this  point  is  somewhat  similar.  In 
that  country  a  wife's  capacity  has  been  greatly  increased  by  the  series  of 
statutes  ending  with  the  Married  Women's  Property  Act  1881.  Under  it 
the  jus  mariti  is  abolished,  and  also  the  right  of  administration,  to  the 
extent  of  enabling  the  wife  to  obtain  payment  of  the  income  of  her 
moveable  property  on  her  own  receipt.  On  the  other  hand,  a  husband  is 
still  his  wife's  curator,  and  his  right  of  administration  is  only  abolished  to 
the  extent  just  mentioned.  Whatever  be  the  rule  as  to  an  antenuptial 
partnership,  it  seems  clear  that  a  husband  can  prevent  his  wife  from 
entering  into  a  partnership  after  marriage,  as  his  curatorial  power  still 
exists;   and  he  and  she  could  also   petition   for  the  dissolution  of  one 
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existing    at    the  time    of    the  marriage   (cf.   Ferguson's    Tr.    1883,    11 
R  261). 

Meaning  of  Firm. — Persons  who  have  entered  into  partnership  with  one 
another  are  for  the  purposes  of  the  Partnership  Act  1890  called  collectively 
a  firm,  and  the  name  under  which  their  business  is  carried  on  is  called  the 
firm-name.  In  Scotland  a  firm  is  a  legal  person  distinct  from  the  partners 
of  whom  it  is  composed,  but  an  individual  partner  may  be  charged  on  a 
decree  or  diligence  directed  against  the  firm,  and  on  payment  of  the  debts 
is  entitled  to  relief  'pro  rata  from  the  firm  and  its  other  members  (sec.  4, 
subsecs.  1  and  2).  The  law  of  England  knows  nothing  of  the  firm  as  a 
body  or  artificial  person  distinct  from  the  members  composing  it,  though 
the  firm  is  so  treated  by  the  universal  practice  of  merchants  and  by  the 
law  of  Scotland.  In  England  the  firm -name  may  be  used  in  legal 
instruments  both  by  the  partners  themselves,  and  by  other  persons,  as  a 
collective  description  of  the  persons  who  are  partners  in  the  firm  at  the 
time  to  which  the  description  refers ;  and  under  the  rules  of  the  Supreme 
Court  actions  may  now  be  brought  by  and  against  partners  in  the  name  of 
their  firm.  An  action  between  a  partner  and  the  firm,  or  between  two 
firms  having  a  common  member,  was  impossible  at  common  law,  but  since 
1891  they  are  expressly  authorised  (Order  xlviii.  A.  rule  1,  etc.)  In 
Scotland,  on  the  other  hand,  the  firm  is,  and  has  long  been,  a  "  separate 
person  " ;  not  only  can  it  sue  and  be  sued  in  the  "  social  name,"  but  it  may 
sue  and  be  sued  by  its  own  members,  and  firms,  having  one  or  more 
members  in  common,  may  sue  each  other  apart  from  any  statutory 
authority. 

Form  of  Partnership  Contract. — A  contract  of  partnership  does  not 
require  to  be  entered  into  with  any  particular  formalities,  and  may  be 
proved  by  parole  evidence  or  inferred  from  the  conduct  of  the  parties.  It 
would  appear,  however,  that  an  agreement  for  a  partnership  to  commence 
more  than  a  year  from  the  date  of  the  agreement,  or  for  a  present  partner- 
ship to  last  for  more  than  a  year  from  its  commencement,  is  within  the 
4th  section  of  the  statute  of  Frauds  {Williams  v.  Jones,  1826,  5  B.  and 
C.  108);  but  if  the  parties  have  acted  on  the  agreement,  and  become 
partners,  the  statute  is  inapplicable  (Essex  v.  Essex,  1855,  20  Beav.  449). 

Duration  of  Partnership. — Where  no  fixed  term  has  been  agreed  upon 
for  the  duration  of  the  partnership,  any  partner  may  determine  the  partner- 
ship at  any  time  on  giving  notice  of  his  intention  so  to  do  to  all  the  other 
partners.  Where  the  partnership  has  originally  been  constituted  by  deed, 
a  notice  in  writing  signed  by  the  partner  giving  it  shall  be  sufficient  for 
this  purpose  (P.A.  1890,  sec.  26). 

2.  Eelations  of  Partners  to  Persons  dealing  with  them 

It  should  be  carefuUy  borne  in  mind  that  all  the  rules  that  regulate 
the  relations  between  a  firm  and  persons  dealing  with  it  are  matters  of 
public  law,  and  cannot  be  modified  by  any  agreement  made  among  the 
partners  themselves. 

(1)  Power  of  Partner  to  hind  the  Firm. — Every  partner  is  an  agent  of  the 
firm  and  his  other  partners  for  the  purpose  of  the  business  of  the  partner- 
ship ;  and  the  acts  of  every  partner  who  does  any  act  for  carrying  on  in  the 
usual  way  business  of  the  kind  carried  on  by  the  firm  of  which  he  is  a 
member  bind  the  firm  and  his  partners,  unless  the  partner  so  acting  has  in 
fact  no  authority  to  act  for  the  firm  in  the  particular  matter,  and  the 
person  with  whom  he  is  dealing  either  knows  that  he  has  no  authority,  or 
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does  not  know  or  believe  him  to  be  a  partner  (P.A.  1890,  sec.  5), 
"  Ordinary  partnerships  are  by  the  law  assumed  and  presumed  to  be  based 
on  the  mutual  trust  and  confidence  of  each  partner  in  the  skill,  knowledge, 
and  integrity  of  every  other  partner.  As  between  the  partners  and  the 
outside  world  (whatever  may  be  their  private  arrangements  between  them- 
selves) each  partner  is  the  unlimited  agent  of  every  other  in  every  matter 
connected  with  the  partnership  business,  or  which  he  represents  as  partner- 
ship business,  and  not  being  in  its  nature  beyond  the  scope  of  the  partner- 
ship" (James,  L.J.,  in  Baird's  Case  (1876),  L.E.  5  Ch.  733). 

A  partner's  implied  or  apparent  authority  to  bind  his  firm  is  limited  to 
acts  which  are  necessary  for  carrying  on  the  partnership  business  in  the 
way  in  which  such  businesses  are  usually  carried  on,  and  does  not  extend 
to  acts  which,  however  urgent,  are  in  this  sense  unusual  (^Hawtayne  v. 
Bourne,  1841,  7  M.  and  W.  595 ;  Simpson's  Claim,  1887,  36  Ch.  D.  532). 
An  admission  or  representation  made  by  any  partner  concerning  the 
partnership  affairs,  and  in  the  ordinary  course  of  its  business,  is  evidence 
against  the  firm  (P.A.  1890,  sec.  15).  An  admission  made  by  a  partner, 
though  relevant  against  the  firm,  is  of  course  not  conclusive ;  for  an 
admission  is  not  conclusive  against  the  person  actually  making  it.  The 
rule  does  not  apply  to  a  representation  made  by  one  partner  as  to  the 
extent  of  his  own  authority  to  bind  the  firm  (ex  parte  Agaces,  1792,  2  Cox 
312).  Notice  to  any  partner  who  habitually  acts  in  the  partnership 
business  of  any  matter  relating  to  partnership  affairs  operates  as  notice  to 
the  firm,  except  in  the  case  of  a  fraud  on  the  firm,  committed  by  or  with 
the  consent  of  that  partner. 

(2)  Implied  Aiithority  in  Matters  of  Contract. — In  the  absence  of 
evidence  of  usage  in  the  kind  of  business  in  question  to  the  contrary,  it 
appears  that  a  partner  has  implied  authority  to  do  the  following  acts  on 
behalf  of  the  firm  : — 

(i.)  Eeceive  and  give  receipts  for  debts  due  to  his  firm  {Stead  v.  Salt, 
1825,  3  Bing.  103). 

(ii.)  Draw  cheques  not  post-dated  on  the  bankers  of  the  firm  in  the 
name  of  the  firm  (Laws  v.  Band,  1857,  3  C.B.N,  see.  442). 

(iii.)  Purchase,  on  the  credit  of  the  firm,  goods  required  for  carrying  on 
its  business  in  the  usual  way. 

(iv.)  Sell  any  of  the  partnership  goods. 

(v.)  Engage  servants  for  the  partnership  business. 

And  if  the  partnership  is  an  ordinary  trading  partnership : — 

(vi.)  Draw,  accept,  make,  and  endorse  bills  of  exchange  and  promissory 
notes  in  the  name  of  the  firm. 

(vii.)  Borrow  money  on  the  credit  of  the  firm,  and  for  that  purpose 
pledge  the  personal  property  of  the  firm  (Butchart  v.  Dresser,  1853,  10 
Hare  453). 

But  a  partner  has  no  implied  authority  : — 

(i.)  To  bind  his  firm  by  submission  to  arbitration. 

(ii.)  To  bind  his  firm  by  deed,  even  though  the  partnership  be  constituted 
by  deed. 

(iii.)  To  give  a  guaranty  on  behalf  of  the  firm. 

(iv.)  To  make  his  partners  partners  with  other  persons  in  another 
business  {Singleton  v.  Knight,  1888,  13  A.C.  788). 

(v.)  To  accept  shares,  though  fully  paid  up,  in  a  company  in  satisfac- 
tion of  a  partnership  debt  {Niemann  v.  Niemann,  1889,  43  Ch.  D.  198). 

(3)  Firm  when  hound  by  Acts  of  its  Agent. — In  order  that  a  firm  may  be 
bound  by  the  acts  of  a  partner,  or  other  agent  acting  within  his  authority. 
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the  agent,  whose  acts  are  sought  to  be  imputed  to  his  firm,  must  have 
acted  in  his  character  of  agent,  and  not  as  a  principal ;  if  he  has  acted  as 
principal,  and  not  as  agent,  he  alone  is  liable  for  such  acts.  The  signature 
of  the  firm  name  to  a  bill  of  exchange  or  promissory  note  is  equivalent  to 
the  signature,  by  the  person  so  signing,  of  the  names  of  all  the  persons 
liable  as  partners  in  that  firm,  but  subject  to  that  quahfication,  no  person 
whose  name  is  not  on  a  bill  or  note  is  liable  to  be  sued  upon  it  (Bills  of 
Exchange  Act,  1882,  sees.  23,  89).  No  person  can  sue  or  be  sued  upon  an 
indenture  unless  he  be  named  as  a  party  thereto.  If  an  agent  executes  a 
deed  in  his  own  name,  he  and  he  only  can  be  sued  upon  it.  An  agent 
•cannot  bind  his  principal  by  deed  unless  his  authority  to  do  so  is  conferred 
by  deed.  And  even  if  the  partnership  be  constituted  by  deed,  an  express 
authority  under  seal  is  necessary  to  enable  a  partner  to  bind  his  firm  by 
deed.  If  a  partner  does  an  act  on  his  own  behalf  or  otherwise,  so  as  not  to 
bind  the  firm,  the  firm  will  not  be  bound  merely  by  reason  of  having 
obtained  the  benefit  of  the  Act  {Bevan  v.  Lewis,  1827,  1  Sim  376).  Thus, 
if  a  partner  without  real  or  apparent  authority  borrows  money,  the  lender 
cannot  recover  this  money  from  the  firm,  although  the  money  may  have 
been  apphed  for  its  benefit  {Smith  v.  Craven,  1831,  1  Cromp.  and  J.  500 ; 
but  see  Reid  v.  Rigly  &  Co.  [1894],  2  Q.B.  40).  If,  however,  the  money  so 
borrowed  has  been  expended  in  paying  the  legitimate  debts  of  the  firm,  or 
for  any  other  legitimate  purpose  of  the  firm,  the  lender  is  entitled  in 
equity  to  the  repayment  of  so  much  of  the  money  as  he  can  show  to  have 
been  so  applied. 

(4)  Liability  of  Firm  for  Torts. — When  by  any  wrongful  act  or  omission 
of  any  partner  acting  in  the  ordinary  course  of  the  business  of  the  firm,  or 
with  the  authority  of  his  copartners,  loss  or  injury  is  caused  to  any  person 
not  being  a  partner  in  the  firm,  or  any  penalty  is  incurred,  the  firm  is 
liable  therefor  to  the  same  extent  as  the  partner  so  acting  or  omitting  to 
act  (P.A.  1890,  sec.  10).  The  firm  is  liable  to  make  good  the  loss  in  the 
following  cases,  viz.,  (a)  where  one  partner  acting  within  the  scope  of  his 
apparent  authority  receives  the  money  or  property  of  a  third  person  and 
misapplies  it ;  and  (b)  where  a  firm  in  the  course  of  its  business  receives 
money  or  property  of  a  third  person,  and  the  money  or  property  so  received 
is  misapplied  by  one  or  more  of  the  partners  while  it  is  in  the  custody  of 
the  firm  (P.A.  1890,  sec.  11).  Under  clause  (a)  the  receipt  and  mis- 
application of  the  money,  etc.,  must  be  by  the  same  partner.  Under 
clause  (b)  the  firm,  having  once  become  responsible,  is  liable  for  mis- 
application by  any  of  its  members  (see  Blair  v.  Bromley,  1847,  2  W.L. 
354;  Plumer  v.  Gregory,  1874,  18  Eq.  621).  Every  partner  is  liable  jointly 
with  his  copartners,  and  also  severally  for  everything  for  which  the  firm, 
while  he  is  a  partner  therein,  becomes  liable  under  either  of  the  two  last 
preceding  sections  (P.A.  1890,  sec.  12). 

The  question  is  always  whether  the  wrongdoer  was  acting  as  the  agent 
of  the  firm,  and  within  the  apparent  scope  of  his  agency.  If  the  wrong  is 
extraneous  to  the  course  of  the  partnership  business,  the  other  partners  are 
no  more  liable  than  any  other  principal  would  be  for  the  unauthorised  act 
of  his  agent  in  a  like  case.  A  principal  is  civilly  liable  for  the  tortious  or 
fraudulent  act,  whether  criminal  or  not,  of  his  agent,  not  only  when  he  has 
previously  authorised  or  subsequently  ratified  the  act,  but  even  though  he 
had  expressly  forbidden  it,  if  it  has  been  committed  by  the  agent  in  the 
course  and  as  part  of  his  employment.  Sec.  10  of  the  Act  draws  no 
distinction  between  fraud  and  other  wrongs.  Thus  aU  the  members  of  a 
firm  of  solicitors  are  liable  for  the  negligent  advice  given  by  one  of  them  to 
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a  client  of  the  firm,  or  for  a  fraud  committed  by  one  of  them  in  the 
ordinary  conduct  of  their  business.  But  a  firm  will  not  be  liable  for  the 
wilful  tort  of  a  partner  outside  the  scope  of  his  authority,  though  to  some 
extent  connected  with  the  business  of  the  firm,  e.g.  for  the  malicious 
prosecution  of  a  person  for  stealing  the  partnership  property  (Arhuckle  v. 
Taylor,  1815,  3  Dowl.  P.O.  160).  If  money  has  been  received  by  a  partner 
acting  outside  the  scope  of  his  real  and  apparent  authority,  the  receipt 
thereof  by  the  partner  is  not  a  receipt  by  the  firm,  and  the  firm  will  not, 
without  more,  be  liable  for  the  misapplication  of  the  money  by  the  partner 
who  did  receive  it.  Thus  it  is  within  the  ordinary  course  of  the  business 
of  solicitors  to  receive  money  from  clients  for  investment  on  a  specific 
security,  but  it  is  not  within  the  ordinary  course  of  such  business  to  receive 
money  for  investment  generally;  if,  therefore,  a  member  of  a  firm  of  solicitors 
misapplies  money  entrusted  to  him  by  a  client  for  investment  in  a  particular 
mortgage,  his  partners,  however  innocent,  are  liable  for  such  misapplication ; 
but  in  the  absence  of  special  circumstances,  they  are  not  liable  if  the 
money  was  received  by  him  for  investment  generally  (Cleather  v.  Twisden, 
1883,  28  Ch.  D.  340 ;  Rhodes  v.  Monies  [1895],  1  Ch.  236). 

If  a  partner,  being  a  trustee,  improperly  employs  trust  property  in  the 
business  or  on  account  of  the  partnership,  no  other  partner  is  liable  for  the 
trust  property  to  the  persons  beneficially  interested  therein.  But  this 
section  shall  not  affect  any  liability  incurred  by  any  partner  by  reason  of 
his  having  notice  of  a  breach  of  trust ;  and  nothing  in  this  section  shall 
prevent  trust  money  from  being  followed  and  recovered  from  the  firm  if 
still  in  its  possession  or  under  its  control  (P.A.  1890,  sec.  13).  In  ex  parte 
Apsey  (3  Bro.  C.C.  265)  one  of  two  assignees  in  bankruptcy  was  in  partner- 
ship, and  he  applied  part  of  the  assets  of  the  bankrupt  in  paying  partner- 
ship debts.  On  the  subsequent  bankruptcy  of  the  partnership  it  was  held 
that  the  amount  so  applied  was  not  provable  against  the  joint  estate.  In 
ex  parte  JSeaton  (1819,  Buck.  386)  a  father  and  his  sons  were  partners  ;  the 
sons  were  trustees  of  a  will,  and  instead  of  applying  the  trust  moneys  accord- 
ing to  the  trust,  they  appropriated  them  to  partnership  purposes  ;  but  on  the 
bankruptcy  of  the  partnership  it  was  held  that  the  amount  of  the  moneys 
so  appropriated  was  not  provable  against  the  joint  estate,  unless  it  could  be 
shown  that  they  were  employed  for  the  use  of  the  partnership  trade  with 
the  knowledge  of  the  father  that  they  were  trust  funds ;  and  an  inquiry  as 
to  that  was  directed.  It  may  at  first  sight  be  thought  that  these  cases  are 
inconsistent  with  the  terms  of  sec.  11  of  the  P.A.  1890,  and  are  opposed  to 
Marsh  v.  Keating  (1833,  2  01.  &  Fin.  250)  and  other  authorities  illustrating 
the  application  of  that  section.  But  in  cases  coming  within  sec.  11  the 
money  comes  to  the  hands  of  the  firm  in  the  orduiary  course  of  its  business, 
whilst  in  the  cases  now  under  consideration  it  is  supposed  to  come  other- 
wise. Liabihty  must,  therefore,  attach  to  the  firm,  if  at  all,  on  wholly 
different  principles,  and  the  fact  that  the  firm  has  had  the  benefit  of  the 
trust  moneys  is  not  sufficient  to  render  it  responsible  for  them.  To  be 
liable  the  firm  must  be  implicated  in  the  breach  of  trust,  and  this  it  cannot 
be  imless  aU  the  partners  either  knew  whence  the  money  came,  or  knew 
that  it  did  not  belong  to  the  partner  making  use  of  it.  Knowledge  on  the 
part  of  one  partner  will  not  affect  the  others,  for  the  fact  to  be  known  has 
nothing  to  do  with  the  business  of  the  firm,  and  the  case  of  ex  parte  Heaton 
above  referred  to  shows  that  in  cases  of  this  kind  the  liability  as  for  a 
breach  of  trust  does  not  extend  to  those  who  are  ignorant  of  the  matters 
before  mentioned.  But  if  knowledge  of  these  matters  can  be  imputed  to  the 
other  partners, — if  they  know,  or  ought  to  be  treated  as  knowing  that  trust 
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moneys  are  being  employed  in  the  partnership  business,  they  will  be  held 
bound  to  see  that  the  trust  to  which  the  money  is  subject  authorises  the 
use  made  of  it,  and  will  be  answerable  for  a  breach  of  trust  in  case  of  its 
misapplication  or  loss.  It  is  important  to  bear  this  in  mind  when  one 
partner  has  died;  for  if  the  surviving  partners  deal  with  his  property, 
knowing  that  it  belongs  to  his  estate,  knowledge  of  the  trust  on  which  the 
property  is  held  will  be  imputed  to  them,  and  they  may  be  thus  involved  in 
all  the  consequences  of  a  breach  of  trust.  But  this  doctrine  can  hardly 
extend  to  the  case  of  incoming  partners,  who  do  nothing  except  leave 
matters  as  they  find  them  when  they  enter  the  firm.  Partners  if  implicated 
in  a  breach  of  trust  will  be  liable  therefor,  though  they  may  not  have 
employed  the  trust  moneys  in  the  partnership  business.  If  partners  are 
implicated  in  a  breach  of  trust  their  liability  is  joint  and  several ;  and  in 
the  absence  of  special  circumstances  a  decree  for  costs  will  be  made  against 
them  all,  although  they  may  not  all  be  equally  to  blame.  Although  a  firm 
is  not  liable  to  make  good  trust  money  applied  to  its  use  by  one  of  its 
members  in  breach  of  the  trust  reposed  in  him,  unless  the  firm  can  be 
implicated  in  the  breach  of  trust,  this  doctrine  will  not  preclude  a  cestuique 
trust  from  following  his  own  money  into  the  hands  of  the  firm,  and 
demanding  it  back,  if  he  can  show  that  the  firm  still  has  it,  and  the  firm 
did  not  come  by  it  by  purchase  for  value  without  notice  (Lindley's  Partner- 
ship), pp.  176-178). 

(5)  Liability  of  Partners  to  Creditors. — (a)  Nature  of  Liahility. — A 
partner  who  enters  into  a  contract  on  behalf  of  his  firm  is  not  liable  on 
that  contract  except  as  one  of  the  firm  ;  in  other  words,  the  contract  is  not 
binding  on  him  separately,  but  only  on  him  and  his  copartners  jointly. 
One  partner  may  render  himself  separately  liable  by  holding  himself  out  as 
the  only  member  of  the  firm ;  or  by  so  framing  the  contract  as  to  bind 
himself  separately  from  his  copartners  as  well  as  jointly  with  them ;  but 
unless  there  are  some  special  circumstances  of  this  sort,  a  contract  which  is 
binding  on  the  firm  is  binding  on  all  the  partners  jointly,  and  on  none  of 
them  severally.  Sec.  9  of  the  P. A.  1890  is  as  follows : — "  Every  partner  in 
a  firm  is  liable  jointly  with  the  other  partners,  and  in  Scotland  severally 
also,  for  all  debts  and  obligations  of  the  firm  incurred  while  he  is  a  partner; 
and  after  his  death  his  estate  is  also  severally  liable  in  a  due  course  of 
administration  for  such  debts  and  obligations,  so  far  as  they  remain  un- 
satisfied, but  subject  in  England  or  Ireland  to  the  prior  payment  of  his 
separate  debts."  It  will  thus  be  seen  that  the  law  of  Scotland  differs  from 
the  law  of  England  as  to  the  liability  of  partners,  for  in  the  former  country 
partners  are  both  jointly  and  severally  liable  for  the  debts  and  obligations 
of  the  firm.  As  long  as  any  partner  is  solvent  by  the  law  of  Scotland  all 
the  creditors  of  the  firm  are  paid  in  full.  In  Scotland  a  joint  liability  is  a 
pro  rata  liability  (Bell,  Prin.  sec.  51).  In  England  a  joint  and  several 
liability  is  one  where  the  creditor  may  sue  one  or  more  of  the  debtors 
separately,  or  all  of  them  jointly  at  his  option.  In  Scotland,  though  of 
course  a  debtor  bound  jointly  and  severally  is  liable  in  solidum  (Bell,  Prin. 
sec.  56),  yet  when  the  obligation  is  not  constituted  by  writing  or  decree, 
the  creditors  cannot  sue  an  individual  debtor,  but  must  call  all  the  co- 
obligants  within  the  jurisdiction  before  the  several  liability  can  be  enforced 
against  any  one  debtor  {Neilson,  1890,  17  R.  608).  It  is  thus  very  similar 
to  a  joint  liability  in  England.  Applying  these  remarks  to  the  section,  it 
is  seen  that  in  England  partners  are  liable  "  jointly  " ;  and  after  the  death 
of  a  partner  his  estate  remains  liable  for  the  partnership  debts,  in  which 
case  the  liability  of  partners  differs  from  the  ordinary  case  of  debtors 
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bound  jointly  (Lindley,  Fartnership,  203 ;  King  v.  Ebare,  1844,  13  M.  and 
W.  495).  In  Scotland,  on  the  other  hand,  it  might  seem  at  first  sight  as  if 
the  laws  were  altered,  and  that  a  creditor  is  no  longer  bound  to  constitute 
his  debt  against  a  firm  before  charging  any  partner.  This,  however,  it  is 
thought  cannot  have  been  intended  by  the  Partnership  Aet;  because,  as  has 
been  seen,  unless  the  obligation  has  been  constituted  by  writing  or  decree, 
the  creditor  must  call  all  the  partners  in  order  to  constitute  his  debt ;  and 
as  such  a  remedy  is  no  better  certainly  than  the  old  common  law  remedy, 
it  is  not  to  be  supposed  that  any  change  has  been  introduced,  especially  as 
the  common  law  remedy  is  safeguarded  in  sec.  4  (2). 

(b)  Extent  of  Liability. — By  the  common  law  of  England,  every  member 
of  an  ordinary  partnership  is  liable  to  the  utmost  farthing  of  his  property 
for  the  debts  and  engagements  of  the  firm.  The  law  ignoring  the  firm  as 
anything  distinct  from  the  persons  composing  it,  treats  the  debts  and 
engagements  of  the  firm  as  the  debts  and  engagements  of  the  partners,  and 
holds  each  partner  liable  for  them  accordingly.  Moreover,  if  judgment  is 
obtained  against  partners  for  a  joint  debt,  the  judgment  creditor  is  under 
no  obligation  to  levy  execution  against  the  property  of  the  firm  before 
having  recourse  to  the  separate  property  of  the  partners ;  nor  is  he  under 
any  obhgation  to  levy  execution  against  all  the  partners  rateably ;  but  he 
may  select  any  one  or  more  of  them,  and  levy  execution  upon  him  or  them 
until  the  judgment  is  satisfied,  leaving  all  questions  of  contribution  to  be 
settled  afterwards  between  the  parties  themselves  (see  Abbott  v.  Smith, 
1774,  2  Black  W.  949). 

(c)  Duration  of  Liability — Commencement. — The  agency  of  a  partner  to 
bind  his  firm  and  his  copartners  commences  only  with  the  beginning  of 
the  partnership.  So  that  if  several  persons  agree  to  become  partners,  and 
to  contribute  each  a  certain  quantity  of  money  or  goods  for  the  joint  benefit 
of  all,  each  one  is  solely  responsible  to  those  who  may  have  supplied  him 
with  the  money  or  goods  agreed  to  be  contributed  by  him ;  and  the  fact 
that  the  money  or  goods  so  supplied  have  been  brought  in  by  him  as 
agreed,  will  not  render  the  firm  liable  (see  Saulle  v.  Bobinson,  1792,  4  T.E. 
720 ;  Gabriel  v.  Evill,  1842,  9  M  &  W.  297).  As  the  firm  is  not  liable  for 
what  is  done  by  its  members  before  the  partnership  between  them 
commences,  so  upon  the  same  principle  a  person  who  is  admitted  a  partner 
into  an  existing  firm  does  not  by  his  entry  become  liable  to  the  creditors  of 
the  firm  for  anything  done  before  he  became  a  partner ;  and  the  Partner- 
ship Act  1890  contains  the  following  clause  to  that  effect  (sec.  17): — "A 
person  who  is  admitted  a  partner  into  an  existing  firm  does  not  thereby 
become  liable  to  the  creditors  of  the  firm  for  anything  done  before  he 
became  a  partner."  If  an  incoming  partner  chooses  to  make  himself  liable 
for  the  debts  incurred  by  the  firm  prior  to  his  admission  therein,  there  is 
nothing  to  prevent  his  so  doing.  But  it  must  be  borne  in  mind  that  even 
if  an  incoming  partner  agrees  with  his  copartners  that  the  debts  of  the  old 
firm  shall  be  taken  by  the  new  firm,  this,  although  valid  and  binding 
between  the  partners,  is  as  regards  strangers  res  inter  alios  acta,  and  does  not 
confer  upon  them  any  right  to  fix  the  old  debts  on  the  new  partner.  In 
order  to  render  an  incoming  partner  liable  to  the  creditors  of  the  old  firm, 
there  must  be  some  agreement,  express  or  tacit,  to  that  effect  entered  into 
between  him  and  the  creditors,  and  founded  on  some  sufficient  considera- 
tion. If  there  be  any  such  agreement  the  incoming  partner  will  be  bound 
by  it,  but  his  Kabilities  in  respect  of  the  old  debts  will  attach  by  virtue  of 
the  new  agreement,  and  not  by  reason  of  his  having  become  a  partner.  An 
agreement  by  an  incoming  partner  to  make  himself  liable  to  creditors  for 
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debts  owing  to  them  before  he  joined  the  firm  may  be,  and  in  practice 
generally  is,  established  by  indirect  evidence.  The  courts,  it  has  been 
said,  lean  in  favour  of  such  an  agreement,  and  are  ready  to  infer  it  from 
slight  circumstances ;  and  they  seem  formerly  to  have  inferred  it  whenever 
the  incoming  partner  agreed  with  the  other  partners  to  treat  such  debts  as 
those  of  the  new  firm.  But  this  certainly  is  not  enough,  for  the  agreement 
to  be  proved  is  an  agreement  with  the  creditor ;  and  of  such  an  agreement 
an  arrangement  between  the  partners  is  of  itself  no  evidence  (see  ex  parte 
WTiitmore,  1838,  3  Deac.  365 ;  and  Bolfe  v.  Flower,  L.R.  1  P.O.  27). 

Termination  of  Liability. — (i.)  As  to  the  Future. — Where  a  person  deals 
with  a  firm  after  a  change  in  its  constitution,  he  is  entitled  to  treat  all 
apparent  members  of  the  old  firm  as  still  being  members  of  the  firm  until 
he  has  notice  of  the  change.  An  advertisement  in  the  London  Gazette  as 
to  a  firm  whose  principal  place  of  business  is  in  England  or  Wales,  in  the 
Edinburgh  Gazette  as  to  a  firm  whose  principal  place  of  business  is  in 
Scotland,  and  in  the  Dublin  Gazette  as  to  a  firm  whose  principal  place  of 
business  is  in  Ireland,  shall  be  notice  as  to  persons  who  had  not  dealings 
with  the  firm  before  the  date  of  the  dissolution  or  change  so  advertised. 
The  estate  of  a  partner  who  dies,  or  who  becomes  bankrupt,  or  of  a  partner 
who,  not  having  been  known  to  the  person  dealing  with  the  firm  to  be  a 
partner,  retires  from  the  firm,  is  not  liable  for  partnership  debts  contracted 
after  the  date  of  the  death,  bankruptcy,  or  retirement  respectively  (P.A. 
1890,  sec.  36). 

If  a  person  not  generally  known  to  have  been  a  partner  is  known  to 
have  been  a  partner  to  certain  individuals,  he  is  not  a  dormant  partner  as 
to  them,  and  notice  of  his  retirement  must  be  given  them  (sec.  13  (3)). 
When  notice  is  necessary  an  advertisement  in  the  Gazette  is  sufficient  as  to 
persons  who  have  had  no  dealings  with  the  firm ;  but  old  customers  are 
entitled  to  more  specific  notice. 

After  the  dissolution  of  a  partnership,  the  authority  of  each  person  to 
bind  the  firm,  and  the  other  rights  and  obligations  of  the  partners,  continue 
notwithstanding  the  dissolution  so  far  as  may  be  necessary  to  wind  up  the 
affairs  of  the  partnership,  and  to  complete  transactions  begun  but  unfinished 
at  the  time  of  the  dissolution,  but  not  otherwise,  provided  that  the  firm  is 
in  no  case  bound  by  the  acts  of  a  partner  who  has  become  bankrupt,  but 
this  proviso  does  not  affect  the  liability  of  any  person  who  has  after  the 
bankruptcy  represented  himself  or  knowingly  suffered  himself  to  be 
represented  as  a  partner  of  the  bankrupt  (P.A,  1890,  sec.  38).  On  the 
dissolution  of  a  partnership  or  retirement  of  a  partner,  any  partner  may 
publicly  notify  the  same,  and  may  require  the  other  partner  or  partners  to 
concur  for  that  purpose  in  all  necessary  or  proper  acts,  if  any,  which  cannot 
be  done  without  his  or  their  concurrence  (P.A.  1890,  sec.  37).  In  Troughton 
V.  Hunter  (18  Beav.  471)  it  appeared  to  be  the  practice  of  the  London 
Gazette  Office  not  to  insert  a  notice  of  dissolution  unless  signed  by  all  the 
partners ;  and  the  defendant,  who  had  refused  to  sign  a  notice,  was  decreed 
to  do  aU  things  necessary  for  procuring  notice  of  the  dissolution  to  be 
inserted  in  the  Gazette.  A  retiring  partner  may  be  ordered  to  sign  a  notice 
of  dissolution  for  insertion  in  the  Gazette,  even  if  no  other  specific  relief  is 
claimed  {Henry  v.  Turner,  1886,  32  Ch.  D.  355). 

A  partner,  after  his  retirement,  may  become  liable  for  the  acts  of  his 
former  partners  under  the  doctrine  of  holding  out.  The  estate  of  a  deceased 
partner  may  be  liable  for  debts  incurred  after  his  death,  at  the  suit  of  the 
surviving  partners,  if  there  was  any  agreement  to  that  effect  between  them. 

(ii.)  As  to  the  Past. — A  partner  who  retires  from  a  firm  does  not  thereby 


PAETNEESHIP  239 

cease  to  be  liable  for  partnership  debts  or  obligations  incurred  before  his 
retirement  (P.A.  1890,  sec.  17  (2) ).  Nor  will  death  release  the  estate  of  a 
deceased  partner  from  liabilities  incurred  during  his  life,  except  such  as- 
arise  from  mere  torts,  to  which  the  maxim  actio  personalis  moritur  cum 
persona  applies ;  this  maxim  does  not  apply  to  breaches  of  trust  or  negligence 
in  performing  a  duty  arising  out  of  a  contract. 

A  retiring  partner  may  be  discharged  from  any  existing  liabilities  by  an 
agreement  to  that  effect  between  himself  and  the  members  of  the  firm  as 
newly  constituted  and  the  creditors,  and  this  agreement  may  be  either 
express  or  inferred  as  a  fact  from  the  course  of  dealing  between  the  creditors 
and  the  firm  as  newly  constituted  (P.A.  1890,  sec.  17  (3) ).  The  following 
are  the  more  important  ways  by  which  a  partner  or  the  estate  of  a  deceased 
partner  may  be  freed  from  such  liability : — 

Bankruptcy. — The  bankruptcy  of  a  partner  and  his  subsequent  discharge 
will,  subject  to  the  exceptions  in  the  Bankruptcy  Acts  (see  Bank.  Act  1883^ 
sec.  30),  release  him  from  his  liabilities  as  a  partner  (ex  parte  Hammond,. 
1873,  L.R  16  Eq.  614),  but  the  bankruptcy  and  discharge  of  his  copartners 
only  will  not  have  this  effect  (ibid.  sec.  30  (4) ). 

Payment. — Payment  of  a  partnership  debt  by  any  one  partner  discharges 
all  the  others,  if  the  object  of  the  partner  paying  was  to  extinguish  the 
whole  debt,  or  if  he  made  the  payment  out  of  the  partnership  funds.  But 
if  a  firm  is  unable  to  pay  a  debt,  and  one  partner  out  of  his  moneys  pays  it, 
but  in  such  a  way  as  to  show  an  intention  to  keep  the  debt  alive  against 
the  firm  for  his  own  benefit,  this  payment  by  him  will  be  no  answer  to  an 
action  brought  against  the  firm  by  the  creditor  suing  on  behalf  of  the  partner 
who  made  the  payment  (M'lntyre  v.  Miller,  1845,  13  M.  &  W.  725).  If  a 
partner  is  indebted  on  his  own  account  to  a  person  to  whom  the  firm  is  also 
indebted,  and  that  partner,  with  the  moneys  of  the  firm,  makes  a  payment  to 
the  creditor  without  specifying  the  account  on  which  it  is  paid,  the  payment 
must  be  taken  to  have  been  made  on  the  partnership  account,  and  must  be 
applied  accordingly  (I'hompson  v.  Brown,  1827,  Moo.  &  M.  40).  As  regards 
discharge  by  payment,  it  is  important  to  bear  in  mind  the  general  rules 
relating  to  the  appropriation  of  payments,  and  especially  the  rule  in 
Clayton's  Case  (1816,  1  Mer.  572),  which  is  that  where  there  is  one  single 
open  current  account  (Cory  Bros.  v.  Owners  of  the  Mecca,  1897,  A.C.  286) 
between  two  parties,  any  payment  which  cannot  be  shown  to  have  been 
made  in  discharge  of  some  particular  item  is  imputed  to  the  earliest  item 
standing  to  the  debit  of  the  payer  at  the  time  of  payment.  The  application 
of  this  rule  will  discharge  from  liability  the  estate  of  a  deceased  partner, 
and  a  retired  partner,  whether  known  (Hooper  v.  Beay,  1875,  1  Q.B.D.  178) 
or  dormant  (Brooke  v.  Enderhy,  1820,  2  Brod.  &  B.  70).  The  rule  in 
Claytons  Case  applies  against  the  debtor  as  well  as  in  his  favour,  so  that  a 
debtor  who  has  made  a  general  payment  in  respect  of  a  single  current 
account  cannot  subsequently  apply  those  payments  in  discharge  of  the  later 
instead  of  the  earlier  items  in  the  account ;  consequently  the  assets  of  a  new 
firm  may,  by  the  application  of  the  rule,  be  appropriated  to  the  payment  of 
the  debts  of  an  old  firm  (Beale  v.  Caddick,  1857,  2  H.  &  N.  326);  but  this 
cannot  be  done  to  the  prejudice  of  a  new  partner  without  his  consent, 
express  or  tacit  (Burland  v.  JVdsh,  1861,  2  F.  &  F.  687).  Moreover,  when 
a  change  takes  place  in  a  firm,  the  creditor  is  not  obliged  to  consent  to  the 
carrying  over  of  his  account  with  the  old  firm  to  that  of  the  new ;  he  may 
keep  the  two  accounts  separate,  and  the  rule  will  then  be  excluded  (Simson 
V.  Ingham,  1823,  2  B.  &  C.  65). 

The  general  rules  as  to  appropriation  of  payments  are  as  follows : — 
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1.  Where  one  person  is  indebted  to  another  on  various  accounts,  the 
debtor  is  at  liberty  to  pay  in  full  whichever  debt  he  likes  first. 

2.  But  a  debtor  has  no  right  to  insist  on  paying  a  debt  partly  at  one 
time  and  partly  at  another ;  although  if  he  does  pay  a  debt  in  part,  and  the 
creditor  accepts  the  payment,  the  debt  is  extinguished  to  the  extent  of  the 
payment  thus  made  and  accepted. 

3.  The  right  of  a  debtor  to  appropriate  a  payment  to  whichever  of 
several  debts  he  prefers  can  only  be  exercised  at  the  time  of  payment,  not 
afterwards. 

4.  An  appropriation  by  a  debtor  at  the  time  of  payment  need  not  be 
express,  but  may  be  inferred  from  the  nature  of  the  debt  and  from  the  mode 
and  circumstances  of  payment. 

5.  Where  the  debtor,  having  the  opportunity  so  to  do,  makes  no  appro- 
priation, express  or  tacit,  at  the  time  of  payment,  the  creditor  is  entitled  to 
appropriate  the  payment  to  whichever  debt  he  pleases.  If  the  debtor  is 
dead,  and  a  creditor  seeks  to  appropriate  past  payments  made  by  the 
deceased  debtor  in  a  way  greatly  to  his  disadvantage,  the  creditor  must 
show  that  no  appropriation  was  made  by  the  debtor. 

6.  And  the  creditor  may  exercise  this  right  at  any  time  he  likes ;  but 
when  he  has  once  exercised  it,  and  given  notice  of  such  exercise  to  the 
debtor,  no  different  appropriation  can  be  made. 

7.  The  creditor  may  exercise  his  right  in  appropriating  a  payment  to  a 
debt  barred  by  the  Statute  of  Limitations  rather  than  to  one  that  is  not  so 
barred ;  to  a  simple  contract  debt  rather  than  to  a  specialty  debt ;  to  a  new 
rather  than  to  an  old  debt ;  to  a  debt  not  guaranteed  rather  than  to  one 
that  is;  and  to  a  debt  not  bearing  interest  rather  than  to  one  which 
does. 

8.  In  the  absence  of  evidence  to  the  contrary,  an  appropriation  by  the 
debtor  is  inferred,  and  the  right  of  the  creditor  to  appropriate  differently  in 
the  following  amongst  other  cases : — 

(a)  Interest  is  presumed  to  be  paid  before  principal. 

(b)  The  earlier  items  of  one  entire  account  are  presumed  to  be  paid 
before  the  later  items  of  the  same  account. 

(c)  Money  coming  to  the  hands  of  a  creditor  by  the  realisation  of  a 
particular  security  is  presumed  to  be  appropriated  to  the  debt  thereby 
secured. 

(d)  Money  belonging  to  one  person  is  presumed  to  have  been  paid  in 
discharging  his  own  and  not  another  person's  debt. 

(e)  A  dividend  of  so  much  in  the  pound  on  several  debts  is  presumed  to 
be  paid  in  respect  of  them  all,  and  must  be  applied  accordingly  (Lindley, 
Partnership,  234), 

Release. — A  release  of  one  partner  from  a  partnership  debt  discharges 
all  the  others,  for  where  several  persons  are  bound  jointly,  or  jointly  and 
severally,  a  release  of  one  is  a  release  of  them  all  {Bower  v.  Swadlin,  1738, 
1  Atk.  294;  Duck  y.  Mayen,  1892,  2  Q.B.  511).  But  a  covenant  not  to 
sue  differs  from  a  release  {Button  v.  Eyre,  1815,  6  Taunt.  289). 

Novation. — An  express  agreement  by  the  creditor  to  discharge  a  retired 
partner,  and  to  look  only  to  a  continuing  partner,  is  not  inoperative  for 
want  of  consideration  {Thompson  v.  Percival,  1834,  5  B.  &  Ad.  925).  An 
adoption  by  the  creditor  of  the  new  firm  as  his  debtor  does  not  by  any 
means  necessarily  deprive  him  of  his  rights  against  the  old  firm,  either  at 
law  or  in  equity  {David  v.  Ellice,  1826,  5  B.Vc.  196 ;  Gough  v.  Davies,  1817, 
4  Price  ex  reg. ;  Harris  v.  Farwell,  1851,  15  Beav.  31).  The  fact  that  a 
creditor  has  taken  from  a  continuing  partner  a  new  security  for  a  debt  due 
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from  him  and  a  retired  partner  jointly  is  strong  evidence  of  an  intention  to 
look  only  to  the  continuing  partner  for  payment  {Evans  v.  Drummond, 
1801,  4  Esp.  89).  And  a  creditor  who  assents  to  a  transfer  of  his  debts 
from  an  old  firm  to  a  new  firm,  and  deals  with  the  latter  firm  for  many 
years,  making  no  demand  for  payment  against  the  old  firm,  may  not  unfairly 
be  inferred  to  have  discharged  the  old  firm  (ex  parte  Rendall,  1811,  17  Ves. 
Len.  522 ;   Wilson  v.  Lloyd,  1873,  L.E.  16  Eq.  60). 

Judgment — If  a  person  solely  indebted  enters  into  partnership  with 
another,  and  the  two  give  a  joint  note  or  bill  for  the  debts  of  the  first,  and 
the  note  or  bill  is  not  paid,  the  creditor  is  not  precluded  from  demanding 
payment  from  his  original  debtor,  unless  it  can  be  shown  that  the  bill  or 
note  was  taken  in  satisfaction  of  the  original  demand.  So,  if  two  partners 
are  indebted  on  the  partnership  account,  and  one  of  them  gives  a  bill  or 
note  for  the  debt,  and  that  bill  or  note  is  dishonoured,  the  creditor  who  took 
it  will  not  be  precluded  from  having  recourse  to  both  partners  for  payment, 
imless  it  can  be  shown  that  he  intended  to  substitute  the  liability  of  the 
one  for  the  joint  liability  of  the  two  {Beay  v.  Fenwich,  1876,  1  C.P.D.  745  ; 
Evans  v.  Drummond,  1801,  4  Esp.  89).  But  when  a  creditor  obtains  from 
his  debtor  a  security  of  a  higher  nature  than  he  had  before,  and  does  not 
take  care  to  accept  it  as  a  collateral  security,  the  original  debt  is  merged  in 
the  higher  security,  and  can  no  longer  be  made  the  foundation  of  an  action, 
or  of  proof  in  bankruptcy ;  and  this  doctrine  is  as  much  applicable  to  joint 
as  to  several  obligations  {ex  parte  Oriental  Financial  Corporation,  1876, 
4  Ch.  D.  33). 

If  a  joint  creditor  of  a  firm  obtains  judgment  in  an  action  against  one 
partner  only,  he  loses  his  remedy  against  the  other  partners,  although  he 
did  not  know  of  the  other  partners  when  he  recovered  judgment,  and  the 
judgment  remains  unsatisfied  {Bendell  v.  Hamilton,  4  A.C.  504) ;  the  same 
rule  applies  where  one  of  the  joint  debtors  is  a  married  woman  who  has 
contracted  in  respect  of  her  separate  estate  {Hoare  v.  NiUett,  1891,  1  Q.B. 
781).  Moreover,  if  in  an  action  against  several  partners  judgment  is 
entered  up  against  one  partner  under  Order  xiv.,  or  in  default  of  appear- 
ance, the  action  may  continue  and  another  judgment  be  recovered  against 
the  other  partners.  If  one  partner  only  is  sued,  and  judgment  is  given  for 
him,  the  creditor  is  not  precluded  from  afterwards  suing  the  others  unless 
the  first  action  failed  for  a  reason  which  applies  equally  to  the  second 
{Phillips  V.  Ward,  1863,  2  Hurlst.  &  C.  717). 

Statute  of  Limitations. — Lastly,  the  liability  of  a  partner,  or  of  the 
estate  of  a  deceased  partner,  may  be  barred  by  the  Statutes  of  Limitation. 

Revocation  of  Cautionary  Obligation. — A  cautionary  obligation  given 
either  to  a  firm  or  to  a  third  person  in  respect  of  the  transactions  of  a 
firm  is,  in  the  absence  of  agreement  to  the  contrary,  revoked  as  to  future 
transactions  by  any  change  in  the  constitution  of  the  firm  (sec.  18).  A  firm 
may  assume  new  partners,  or  a  partner  may  retire ;  but  if  either  of  these 
events  happen,  a  cautionary  obligation  given  to  it,  or  to  a  third  person 
regarding  it,  is  revoked  unless  it  is  otherwise  agreed.  A  cautionary  obliga- 
tion is  an  accessory  obligation.  There  must  exist  a  principal  obligation  by 
a  debtor  to  a  creditor;  but  when  there  is  such  an  obligation  there  may 
exist  the  accessory  obligation  of  cautionry.  Under  it  the  cautioner  under- 
takes to  perform  the  obligation  to  the  creditor  if  the  debtor  fails  to  do  so. 
A  cautioner  is  discharged  by  a  change  in  the  nature  of  the  obligation  he  is 
guaranteeing. 
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3.  Relation  of  Partners  to  One  Another 

(1)  Generally. — The  relations  of  partners  to  one  another  differ  in 
one  essential  particular,  at  least,  from  those  in  which  they  stand  to 
persons  deaKng  with  them ;  for  while  in  the  latter  case  no  agreement 
among  the  partners  can  modify  the  relations  in  which  they  stand  to 
persons  dealing  with  them,  in  the  former  case  the  relations  in  which  they 
stand  to  one  another  can  be  modified  at  pleasure  by  any  agreement,  either 
express  or  implied  from  facts  and  circumstances.  The  mutual  rights  and 
duties  of  partners  are  generally  regulated,  to  a  certain  extent,  by  special 
agreement,  which  usually  assumes  the  form  of  partnership  articles.  Any 
question  arising  between  partners  as  to  their  mutual  rights  and  liabilities 
which  is  provided  for  by  special  agreement  must  be  decided  by  such  agree- 
ment ;  but  if  it  be  not  provided  for,  recourse  must  be  had  to  the  general 
law  on  the  subject  {Smith  v.  Jeyes,  1841,  4  Beav.  505),  which  for  the  most 
part  is  now  contained  in  the  Partnership  Act  1890  (sees.  19-31).  These 
rights  and  duties,  whether  ascertained  by  agreement  or  defined  by  the  Act, 
may  be  varied  by  the  consent  of  all  the  partners,  and  such  consent  may  be 
either  express  or  inferred  from  a  course  of  dealing  (sec.  19,  Coventry  v. 
Barclay,  1864,  4  De  G.  J.  &  S.  320). 

Contributions  of  stock  or  capital  which  are  made  by  the  partners  may 
be  made  "  in  all  the  possible  variety  of  proportions  and  modes,  in  money,  in 
goods,  in  the  premises  to  be  used,  in  skill  and  attendance,  or  even  in  personal 
influence.  It  may  be  declared  divisible  on  dissolution,  as  the  parties  choose 
to  settle."  If  no  condition  regarding  any  residue  be  made,  it  is  divisible  in 
the  proportion  in  which  profits  are  shared  (sec.  44  (I)  4). 

When  a  partner  contributes  his  share  it  becomes,  not  the  joint  property 
of  the  partners,  but  the  property  of  the  firm,  which  is  a  legal  person  distinct 
from  the  partners  composing  it.  And  the  only  right  which  the  partner 
has  in  respect  of  it  is  a  claim  against  the  firm  to  repay  him  his  share  after 
the  partnership  obligations  have  been  satisfied.  It  follows  from  this  that 
if  creditors  of  a  partner  want  to  proceed  against  a  partner  they  do  not 
poind  or  adjudge  any  moveable  or  heritable  estate  as  belonging  to  the 
partner,  but  arrest  his  share  in  the  hands  of  the  firm  (Bae,  1742,  Mor.  716 ; 
Neilson,  1745,  Mor.  723). 

All  property  and  rights  and  interests  in  property  originally  brought 
into  the  partnership  stock  or  acquired,  whether  by  purchase  or  otherwise, 
on  account  of  the  firm,  or  for  the  purposes  and  in  the  course  of  the  partner- 
ship business,  are  called  in  this  Act  partnership  property,  and  must  be  held 
and  applied  by  the  partners  exclusively  for  the  purposes  of  the  partnership 
and  in  accordance  with  the  partnership  agreement  (P.A.  1890,  sec.  20  (1)). 
And  unless  the  contrary  intention  appears,  property  bought  with  money 
belonging  to  the  firm  is  deemed  to  have  been  bought  on  account  of  the 
firm  (sec.  21).  "When  co-owners  of  an  estate  or  interest  in  any  land,  or  in 
Scotland  in  any  heritable  estate,  not  being  itself  partnership  property,  are 
partners  as  to  profits  made  by  the  use  of  that  land  or  estate,  and  purchase 
other  land  or  estate  out  of  the  profits  to  be  used  in  like  manner,  the  land 
or  estate  so  purchased  belongs  to  them,  in  the  absence  of  an  agreement  to 
the  contrary,  not  as  partners,  but  as  co-owners  for  the  same  respective 
estates  and  interests  as  are  held  by  them  in  the  land  or  estate  first 
mentioned  at  the  date  of  the  purchase  (sec.  20  (3)). 

(2)  Condvjct  of  the  Partnership  Business. — Subject  to  any  agreement 
between  the  partners,  every  partner  may  take  part  in  the  management  of  the 
partnership  business  (P.A.  1890,  sec.  24  (5)).     But  a  partner  cannot  delegate 
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this  right  to  a  manager.  Nor  can  the  manager  appointed  to  represent  the 
trustees  of  a  deceased  partner  do  partnership  acts,  such  as  signing  the  name 
of  the  firm  {Beveridge,  1872,  10  M.  (H.L.)  1).  No  partner,  apart  from 
agreement,  is  entitled  to  remuneration  for  acting  in  the  partnership  business 
(sec.  24  (6)) ;  nor  for  winding  it  up  {Berry,  1832,  10  S.  792 ;  Bell,  Princ. 
370).  An  agreement  to  give  remuneration,  however,  can  be  inferred  from 
the  actings  of  the  parties  {Faulds,  1867,  5  M.  373).  When  a  partner  has 
died  or  retired,  and  his  former  partners  have  continued  to  carry  on  the 
business  for  his  and  their  benefit,  the  continuing  partners  will,  if  profits  are 
derived  from  the  carrying  on  of  the  business,  and  in  the  absence  of  any  special 
reason  to  the  contrary  (as  when  they  are  executors  of  the  deceased  partner), 
be  entitled  in  the  final  settlement  of  accounts  to  some  compensation  for 
their  trouble  {in  re  Aldridge,  1894,  2  Ch.  97). 

Any  difference  arising  as  to  ordinary  matters  connected  with  the  partner- 
ship business  may  be  decided  by  a  majority  of  the  partners,  but  no  change 
may  be  made  in  the  nature  of  the  partnership  business  without  the  consent 
of  all  existing  partners  (sec.  24  (8)).  Every  partner  has  a  right  to  be  con- 
sulted and  to  express  his  views.  If  the  partners  are  equally  divided,  it 
seems  that  those  who  forbid  a  change  must  have  their  way  (see  Clements  v. 
Norris,  1878,  8  Ch.  D.  129).  No  majority  of  partners  can  expel  any  partner, 
unless  a  power  to  do  so  has  been  conferred  by  express  agreement  between 
the  partners  (sec.  25).  A  power  of  expulsion,  when  it  exists,  is  always 
construed  strictly;  no  expulsion  under  it  will  be  effectual  unless  the 
partners  have  acted  strictly  in  accordance  with  the  power  and  with  perfect 
good  faith  {Barnes  v.  Younger,  1898,  1  Ch.  414). 

(3)  Duty  to  observe  Good  Faith. — Good  faith  requires  that  a  partner  shall 
not  obtain  a  private  advantage  at  the  expense  of  the  firm.  He  is  bound  in 
all  transactions  affecting  the  partnership  to  do  his  best  for  the  common 
good,  and  to  share  with  his  copartners  any  benefit  which  he  may  have  been 
able  to  obtain  from  other  people,  and  in  which  the  firm  is  in  honour  and 
conscience  entitled  to  participate.  Every  partner  must  account  to  the  firm 
for  any  benefit  derived  by  him  without  the  consent  of  the  other  partners 
from  any  transaction  concerning  the  partnership,  or  from  any  use  by  him 
of  the  partnership  property,  name,  or  business  connection  (sec.  29  (1)).  This 
section  applies  also  to  transactions  undertaken  after  a  partnership  has  been 
dissolved  by  the  death  of  a  partner,  and  before  the  affairs  thereof  have  been 
completely  wound  up,  either  by  any  surviving  partner  or  by  the  representa- 
tives of  the  deceased  partner  (sec.  29  (2)).  If  a  partner,  without  the  consent 
of  the  other  partners,  carries  on  any  business  of  the  same  nature  as  and 
competing  with  that  of  the  firm,  he  must  account  for  and  pay  over  to  the 
firm  all  profits  made  by  him  in  that  business  (sec.  30).  In  order  that  a 
partner  may  retain  any  benefit  from  a  transaction  concerning  the  partner- 
ship he  must  not  only  have  disclosed  to  his  partners  the  fact  that  he  was 
interested  in  that  transaction,  but  also  the  extent  of  his  interest.  A  partner 
is  not  bound  to  account  for  any  profits  made  by  him  in  a  business  which 
does  not  compete  with  that  of  his  firm,  though  he  may  be  restrained  from 
using  the  partnership  name  or  property  for  such  business,  or  from  carrying 
it  on,  if  he  has  agreed  not  to  do  so. 

(4)  Rules  as  to  Interest  of  Partners. — The  interest  of  partners  in  the 
partnership  property  and  their  rights  and  duties  in  relation  to  the  partner- 
ship shaU  be  determined,  subject  to  any  agreement  express  or  implied 
between  the  partners,  by  the  following  rules: — (1)  All  the  partners  are 
entitled  to  share  equally  in  the  capital  and  profits  of  the  business,  and  must 
contribute  equally  towards  the  losses  whether  of  capital  or  otherwise  sustained 
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by  the  firm.  (2)  The  firm  must  indemnify  every  partner  in  respect  of  pay- 
ments made  and  personal  liabilities  incurred  by  him :  (a)  in  the  ordinary 
and  proper  conduct  of  the  business  of  the  firm ;  or  (b)  in  or  about  anything 
necessarily  done  for  the  preservation  of  the  business  or  property  of  the 
firm,  (3)  A  partner  making,  for  the  purpose  of  the  partnership,  any  actual 
payment  or  advance  beyond  the  amount  of  capital  which  he  has  agreed  to 
subscribe,  is  entitled  to  interest  at  the  rate  of  5  per  cent  per  annum  from 
the  date  of  the  payment  or  advance.  (4)  A  partner  is  not  entitled,  before 
the  ascertainment  of  profits,  to  interest  on  the  capital  subscribed  by  him. 
(5)  Every  partner  may  take  part  in  the  management  of  the  partnership 
business.  (6)  No  partner  shall  be  entitled  to  remuneration  for  acting  in 
the  partnership  business.  (7)  No  person  may  be  introduced  as  a  partner 
without  the  consent  of  all  existing  partners.  (8)  Any  difference  arising  as 
to  ordinary  matters  connected  with  the  partnership  business  may  be  decided 
by  a  majority  of  the  partners,  but  no  change  may  be  made  in'the  nature  of 
the  partnership  business  without  the  consent  of  all  existing  partners.  (9) 
The  partnership  books  are  to  be  kept  at  the  place  of  business  of  the  partner- 
ship (or  the  principal  place,  if  there  is  more  than  one),  and  every  partner 
may,  when  he  thinks  fit,  have  access  to  and  inspect  and  copy  any  of  them 
(P.A.  1890,  sec.  24).  This  section  declares  the  working  rules  implied  by 
law  in  every  partnership,  except  so  far  as  excluded  or  varied  by  the  consent 
of  the  parties  in  the  particular  case. 

The  fact  that  the  partners  contributed  capital  in  unequal  shares  will 
not  exclude  the  presumption  of  equality  in  profit  and  loss,  though  it  is  a 
matter  to  be  taken  into  consideration  on  the  final  settlement  of  accounts 
(P.A.  1890,  sec.  44).  If  it  has  been  agreed  that  profits  shall  be  divided  in 
certain  proportions,  the  inference  in  the  absence  of  evidence  to  the  contrary 
is  that  losses  are  to  shared  in  the  same  proportion  (per  Jessel,  M.P.,  in 
Albion  Life  Assurance  Society,  1880,  16  Ch.  D.  87).  An  agreement  for 
inequality  may  be  conclusively  inferred  from  the  mode  in  which  the 
partners  have  dealt  with  each  other,  and  from  the  contents  of  the  partner- 
ship books.  Moreover,  if  au  agreement  for  inequality  clearly  at  one  time 
existed,  no  presumption  of  any  alteration  in  this  respect  will  arise  from  the 
mere  fact  that  some  of  the  original  members  have  retired.  In  the  absence 
of  evidence  to  the  contrary,  the  inference  is  that  the  shares  of  the  retiring 
members  have  been  taken  by  the  continuing  parties  in  the  proportions  in 
which  these  last  were  originally  interested  in  the  concern  (RoUey  v.  Brooke, 
1833,  7  BU.  N.  S.  90). 

A  question  of  some  difficulty  arises  when  a  firm,  say  of  two  partners, 
engages  in  a  partnership  speculation  with  a  third  person  not  a  member  of 
that  firm.  Is  the  interest  of  such  person  in  the  speculation  to  be  treated 
as  one-half,  the  other  two  persons  being  treated  as  one  ?  or  is  the  interest 
of  each  of  the  three  to  be  treated  as  equal,  each  taking  one-third  ?  The 
answer  to  these  questions  must  depend  upon  whether  the  two  partners  entered 
into  the  speculation  as  a  firm  or  as  individuals.  If  the  former,  there  will 
in  substance  be  only  two  parties  interested  in  the  speculation,  and  the 
profits  thereof  must  be  divided  into  two  equal  parts ;  whilst,  if  the  latter  is 
the  case,  there  will  be  three  parties  interested,  and  the  profits  must  be 
divided  into  three  equal  parts  ( Warner  v.  ^mi^^,^  1863,|1  De  Gr.  J.  &  S.  337, 
where  the  profits  were  held  to  be  divisible  into  two  and  not  three  parts). 

(5)  Lien  of  Partner  on  Property  of  Firm. — In  order  to  discharge  himself 
from  the  liabilities  to  which  a  person  may  be  subject  as  partner,  every 
partner  has  a  right  to  have  the  property  of  the  partnership  applied  in  pay- 
ment of  the  debts  and  liabilities  of  the  firm.     And  in  order  to  secure  a 
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proper  division  of  the  surplus  assets,  he  has  a  right  to  whatever  may  be  due 
to  the  firm  from  his  copartners,  as  members  thereof,  deducted  from  what 
would  otherwise  be  payable  to  them  in  respect  of  their  shares  in  the 
partnership.  "  On  the  dissolution  of  a  partnership  every  partner  is  entitled, 
as  against  the  other  partners  in  the  firm,  and  all  persons  claiming  through 
them  in  respect  of  their  interests  as  partners,  to  have  the  property  of  the 
partnership  applied  in  payment  of  the  debts  and  liabilities  of  the  firm,  and 
to  have  the  surplus  assets  after  such  payment  applied  in  payment  of  what 
may  be  due  to  the  partners  respectively  after  deducting  what  may  be  due 
from  them  as  partners  to  the  firm ;  and  for  that  purpose  any  partner  or  his 
representatives  may  on  the  termination  of  the  partnership  apply  to  the 
Court  to  wind  up  the  business  and  affairs  of  the  firm"  (P.A.  1890,  sec.  39). 

Whilst  the  partnership  lasts  the  lien  attaches  to  everything  that  can 
be  considered  partnership  property,  and  is  not  therefore  lost  by  the 
substitution  of  new  stock  in  trade  for  old.  Further,  on  the  death  or  bank- 
ruptcy of  a  partner,  his  lien  continues  in  favour  of  his  representatives  or 
trustees,  and  does  not  terminate  until  his  share  has  been  ascertained  and 
provided  for  by  the  other  partners  (Stocken  v.  Dawson,  1845,  9  Beav.  239 ; 
affirmed  17  L.J.  Ch.  282).  It  foUows  from  the  principle  on  which  the  lien 
of  a  partner  is  founded  and  the  words  of  the  section  above  quoted,  that  it 
only  extends  to  the  property  of  the  firm  and  to  the  separate  interest  of 
each  partner  in  such  property.  In  those  cases,  therefore,  where  there  is  a 
partnership  in  profits  only,  but  that  which  produces  those  profits  belongs 
exclusively  to  one  of  the  partners,  the  lien  of  the  others  is  confined  to  the 
profits,  and  does  not  extend  to  that  which  produces  them.  The  lien  of  each 
partner  exists  not  only  as  against  the  other  partners,  but  also  against  all 
persons  claiming  through  them  or  any  of  them ;  and  it  is  therefore  avail- 
able against  their  executors,  execution  creditors,  and  trustees  in  bank- 
ruptcy. To  hold,  however,  that  this  lien  could  be  enforced  against  persons 
purchasing  partnership  property,  would  be  in  effect  to  prevent  any  sale  of 
that  property  without  the  consent  of  the  whole  firm,  and  would  practically 
stop  all  partnership  trade.  "Whilst,  therefore,  a  person  who  purchases  a  share 
of  a  partner  takes  that  share  subject  to  the  liens  of  the  other  partners,  a 
person  who  bona  fide  purchases  from  one  partner  specific  chattels  belonging 
to  the  firm  acquires  a  good  title  to  such  chattels,  whatever  liens  the  other 
partners  might  have  had  on  them  prior  to  their  sale  (see  re  Langmead's 
Trusts,  1855,  20  Beav.  20).  A  partner's  lien  on  partnership  property  is  lost 
by  the  conversion  of  such  property  into  the  separate  property  of  another 
partner.  Therefore,  if  on  a  dissolution  it  is  agreed  between  the  partners 
that  the  property  of  the  firm  shall  be  divided  in  specie  among  them,  and 
that  the  debts  shall  be  paid  in  some  specified  manner,  and  if  the  property 
is  accordingly  divided,  but  the  debts  remain  unpaid,  the  lien  which  each 
partner  had  on  the  property  before  its  division  is  gone ;  and,  consequently, 
no  partner  has  a  right  to  have  the  specific  things  allotted  to  any  other 
partner  brought  back  into  the  common  stock,  and  applied  in  liquidation  of 
the  partnership  liabilities  (Lingen  v.  Simpson,  1824,  1  Sim.  &  Stu.  600. 
Lindley,  Partnership),  358). 

(6)  Liability  for  Partners'  Separate  Debts. — The  Partnership  Act  1890 
by  sec.  23  enacts  as  follows : — (Subsec.  1.)  After  the  commencement  of  this 
Act  a  writ  of  execution  shall  not  issue  against  any  partnership  property, 
except  on  a  judgment  against  the  firm.  (Subsec.  2.)  The  High  Court,  or  a 
judge  thereof,  or  the  Chancery  Court  of  the  County  Palatine  of  Lancaster, 
or  a  county  court,  may,  on  the  application  by  summons  of  any  judgment 
creditor  of  a  partner,  make  an  order  charging  that  partner's  interest  in  the 
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partnership  property  and  profits  with  payment  of  the  amount  of  the 
judgment  debt  and  interest  thereon,  and  may  by  the  same  or  a  subsequent 
order  appoint  a  receiver  of  that  partner's  share  of  profits  (whether  already 
declared  or  accruing),  and  of  any  other  money  which  may  be  coming  to  him 
in  respect  of  the  partnership,  and  direct  all  accounts  and  inquiries,  and  give 
all  other  orders  and  directions  which  might  have  been  directed  or  given  if 
the  charge  had  been  made  in  favour  of  the  judgment  creditor  by  the 
partner,  or  which  the  circumstances  of  the  case  may  require.  (Subsec.  3.) 
The  other  partner  or  partners  shall  be  at  liberty  any  time  to  redeem  the 
interest  charged,  or  in  case  of  a  sale  being  directed,  to  purchase  the  same. 
(Subsec.  4.)  This  section  shall  apply  in  the  case  of  a  cost-book  company  as 
if  the  company  were  a  partnership  within  the  meaning  of  this  Act.  (Sub- 
sec. 5.)  This  section  shall  not  apply  to  Scotland. 

The  following  rules  of  Court  have  been  made  for  the  purposes  of  this 
section : — "  Every  summons  by  a  separate  judgment  creditor  of  a  partner 
for  an  order  charging  his  interest  in  the  partnership  property  and  profits 
under  sec.  23  of  the  P.A.  1890  (53  &  54  Vict.  c.  39),  and  for  such  other 
orders  as  are  thereby  authorised  to  be  made,  shall  be  served,  in  the  case  of  a 
partnership  other  than  a  cost-book  company,  on  the  judgment  debtor  and 
on  his  partners,  or  such  of  them  as  are  within  the  jurisdiction,  or  in  the  case 
of  a  cost-book  company,  on  the  judgment  debtor  and  the  purser  of  the  com- 
pany ;  and  such  service  shall  be  good  service  on  all  the  partners  or  on  the 
cost-book  company  as  the  case  may  be,  and  all  orders  made  on  such 
summons  shall  be  similarly  served  "  (Order  xlvi.  r  la).  "  Every  application 
which  shall  be  made  by  any  partner  of  the  judgment  debtor  under  the 
same  section  shall  be  made  by  summons,  and  such  summons  shall  be 
served,  in  the  case  of  a  partnership  other  than  a  cost-book  company,  on  the 
judgment  creditor  and  on  the  judgment  debtor,  and  on  such  of  the  other 
partners  as  shall  not  concur  in  the  application,  and  as  shall  be  within  the 
jurisdiction,  or  in  the  case  of  a  cost-book  company,  on  the  judgment  creditor 
and  on  the  judgment  debtor,  and  on  the  purser  of  the  company,  and  such 
service  shall  be  good  service  on  all  the  partners  or  on  the  cost-book  com- 
pany as  the  case  may  be,  and  all  orders  made  on  such  summons  shall  be 
similarly  served  "  (Order  xlvi.  r.  Ih). 

(7)  Transfer  of  Shares. — An  assignment  by  any  partner  of  his  share  in 
the  partnership,  either  absolute  or  by  way  of  mortgage  or  redeemable  charge, 
does  not,  as  against  the  other  partners,  entitle  the  assignee,  during  the 
continuance  of  the  partnership,  to  interfere  in  the  management  or  adminis- 
tration of  the  partnership  business  affairs,  or  to  require  any  accounts  of  the 
partnership  transactions,  or  to  inspect  the  partnership  books,  but  entitles 
the  assignee  only  to  receive  the  share  of  profits  to  which  the  assigning 
partner  would  otherwise  be  entitled,  and  the  assignee  must  accept  the 
account  of  profits  agreed  to  by  the  partners.  In  case  of  a  dissolution  of  the 
partnership,  whether  as  respects  all  the  partners  or  as  respects  the  assigning 
partner,  the  assignee  is  entitled  to  receive  the  share  of  the  partnership 
assets  to  which  the  assigning  partner  is  entitled  as  between  himself  and  the 
other  partners,  and,  for  the  purpose  of  ascertaining  that  share,  to  an  account 
as  from  the  date  of  the  dissolution  (P.A.  1890,  sec.  31). 

(8)  Accounts  during  the  Partnership. — Partners  are  bound  to  render^true 
accounts  and  full  information  of  all  things  affecting  the  partnership  to  any 
partner  or  his  legal  representatives  (P.A.  1890,  sec.  28 ;  Bowe  v.  Wood,  2 
Jac.  &  W.  558),  but  not  during  the  partnership  to  the  assignee  or  mortgagee 
of  a  partner's  share  (sec.  31).  The  right  to  demand  an  accounting,  however, 
can  be  modified  by  agreement,  such  as  that  a  balance-sheet,  when  signed, 
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should  be  accepted  as  correct  both  by  partners  and  their  representatives. 
Until  a  partner  has  been  excluded  from  the  partnership,  or  the  partnership 
has  been  dissolved,  the  statute  of  limitations  does  not  begin  to  run  so  as  to 
deprive  a  partner  of  his  right  to  an  account  (Knox  v.  Gi/e,  1871,  L.P.  5  H.  4, 
656).  As  to  the  consequences  of  keeping  improper  or  no  accounts  (see 
Walmsley  v.  Wcdmsley,  1846,  3  Jo.  &  Lat.  556 ;  Gray  v.  Haig,  1854,  20 
Beav.  219). 

4.  Dissolution  and  Winding  up  of  a  Partnership 

(1)  When  Dissolution  can  take  Place. — Subject  to  any  agreement 
between  the  partners,  a  partnership  is  dissolved : — (a)  If  entered  into  for 
a  fixed  term,  by  the  expiration  of  that  term  ;  (h)  If  entered  into  for  a  single 
adventure  or  undertaking,  by  the  termination  of  that  adventure  or  under- 
taking ;  (c)  If  entered  into  for  an  undefined  time,  by  any  partner  giving 
notice  to  the  other  or  others  of  his  intention  to  dissolve  the  partnership 
(P.A.  1890,  sec.  32).  "Where  no  term  is  expressly  limited  for  its  duration, 
and  there  is  nothing  in  the  contract  to  fix  it,  the  partnership  may  be 
terminated  at  a  moment's  notice  by  either  party.  By  that  notice  the 
partnership  is  dissolved  to  this  extent,  that  the;Court  will  compel  the  parties 
to  act  as  partners  in  a  partnership  existing  only  for  the  purpose  of  winding 
up  the  affairs  {Crawshay  v.  Maule,  1818,  1  Swanst.  508).  A  partnership 
for  a  term  of  years  is  presumed  to  continue  after  the  expiration  of  the  term, 
unless  dissolved. 

Death. — Subject  to  any  agreement  between  the  partners,  every  partner- 
ship is  dissolved  as  regards  all  the  partners  by  the  death  or  bankruptcy  of 
any  partner  (P.A.  1890,  sec.  33  (1)).  An  agreement,  to  obviate  the  result 
of  death,  may  decide  that  the  partner's  interest  merely  in  the  firm  be  paid 
out  to  his  representatives,  or  it  may  provide  that  the  heir  of  the  deceased 
partner  be  assumed  as  a  partner  (cf.  Alexander,  1891,  17  K  571). 

Bankruptcy. — The  bankruptcy  of  a  partner  not  only  determines  his 
power  to  bind  his  copartners  (P.A.  1890,  sec.  38),  but  also,  subject  to  any 
agreement  between  the  partners,  dissolves  the  partnership  as  regards  all  the 
partners  (sec.  33). 

Illegality. — A  partnership  is  in  every  case  dissolved  by  the  happening 
of  any  event  which  makes  it  unlawful  for  the  business  of  the  firm  to  be 
carried  on,  or  for  the  members  of  the  firm  to  carry  it  on  in  partnership 
(sec.  34). 

(2)  Dissolution  hy  the  Court. — On  application  by  a  partner  the  Court  may 
decree  a  dissolution  of  the  partnership  in  any  of  the.  following  cases  : — {a) 
When  a  partner  is  found  lunatic  by  inquisition,  or  in  Scotland  by  cognition, 
or  is  shown  to  the  satisfaction  of  the  Court  to  be  of  permanently  unsound 
mind,  in  either  of  which  cases  the  application  may  be  made  as  well  on  behaK 
of  that  partner  by  his  committee,  or  next  friend,  or  person  having  title  to 
intervene,  as  by  any  other  partner;  (V)  When  a  partner,  other  than  the  partner 
suing,  becomes  in  any  other  way  permanently  incapable  of  performing  his 
part  of  the  partnership  contract ;  (c)  When  a  partner,  other  than  the  partner 
suing,  has  been  guilty  of  such  conduct  as,  in  the  opinion  of  the  Court,  regard 
being  had  to  the  nature  of  the  business,  is  calculated  to  prejudicially  affect 
the  carrying  on  of  the  business ;  (c?)  When  a  partner,  other  than  the  partner 
suing,  wilfuUy  or  persistently  commits  a  breach  of  the  partnership  agree- 
ment, or  otherwise  so  conducts  himself  in  matters  relating  to  the  partner- 
ship business  that  it  is  not  reasonably  practicable  for  the  other  partner  or 
partners  to  carry  on  the  business  in  partnership  with  him ;  («)  When  the 
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business  of  the  partnership  can  only  be  carried  on  at  a  loss;  (/)  Whenever 
in  any  case  circumstances  have  arisen  which,  in  the  opinion  of  the  Court, 
render  it  just  and  equitable  that  the  partnership  be  dissolved  (P.A.  1890, 
sec.  oo jm 

The  lunacy  of  a  partner  does  not  of  itself  dissolve  the  partnership,  but 
it  has  long  been  recognised  that  the  confirmed  lunacy  of  an  active  partner 
is  sufficient  to  induce  the  Court  to  order  a  dissolution  (Sayer  v.  Bennett, 
1784,  1  Cox,  107 ;  Jones  v.  Lloi/d,  1874,  18  Eq.  265).  If  necessary,  an 
interim  injunction  may  be  granted  against  the  lunatic  partner,  restraining 
him  from  interfering  in  the  business  (J.  v.  S.  1894,  3  Ch.  72). 

It  is  rather  difficult  to  fix  the  point  at  which  acts  of  a  partner  tending 
to  shake  the  credit  of  the  firm  and  the  other  partner's  confidence  in  him 
become  sufficient  ground  for  demanding  a  dissolution.  The  fact  that  a 
particular  partner's  contiauance  in  the  firm  is  injurious  to  its  credit  and 
custom  is  not  of  itself  ground  for  a  dissolution  where  it  cannot  be  imputed 
to  that  partner's  own  wilful  misconduct  (see  Anon,  1855-56,  2  K.  &  J.  441, 
452;  Harrison  v.  Tennant,  1856,  21  Beav.  482).  Actual  malversation  of 
one  partner  in  the  partnership  affairs,  such  as  failiug  to  account  for  sums 
received  (Cheeseman  v.  Bice,  1865,  35  Beav,  142), is  ground  for  a  dissolution; 
so  is  a  state  of  hostility  between  the  partners  which  has  become  chronic 
and  renders  mutual  confidence  impossible,  as  where  they  have  habitually 
charged  one  another  {Baxter  v.  West,  1860, 1  Dr.  &  Sm.  173),  or  one  partner 
has  habitually  charged  another  {Watnei/\.  Wells,  1861,30  Beav.  56;  Leary 
V.  Shout,  1864,  33  Beav.  582),  with  gross  misconduct  in  the  partnership 
affairs.  But  the  Court  will  not  interfere  on  account  of  mere  squabbles  and 
ill-temper  (Goodman  v.  Whifcomh,  1820,  1  Jac.  &  W.  589;  Wray  v. 
Hutchinson,  1833,  2  Myl.  &  K.  235). 

(3)  Courts  having  Jurisdiction  to  Dissolve. — The  principal  Courts  which 
have  jurisdiction  in  England  to  dissolve  a  partnership  are  the  High  Court, 
the  Chancery  Courts  of  the  Counties  Palatine  of  Lancaster  and  of  Durham, 
the  County  Court,  and  in  the  case  of  lunacy  the  judge  in  Lunacy.  By  the 
Judicature  Act  1873,  all  causes  and  matters  for  the  dissolution  of  partner- 
ships, or  the  taking  of  partnership  and  other  accounts,  are  assigned  to  the 
Chancery  Division  of  the  High  Court  of  Justice.  By  the  County  Courts 
Act  1888  (sec.  67),  the  County  Court  is  empowered  to  exercise  all  the 
powers  and  authority  of  the  High  Court  in  actions  or  matters  for  the 
dissolution  or  winding  up  of  any  partnership  in  which  the  whole  property, 
stock,  and  credit  of  the  partnership  do  not  exceed  in  amount  or  value  the 
sum  of  £500.  If  during  the  progress  of  any  action  or  matter  it  should 
appear  that  the  value,  of  the  partnership  property  exceeds  this  amount,  it 
is  the  duty  of  the  judge  to  direct  the  action  to  be  transferred  to  the  High 
Court ;  but  it  is  open  to  any  party  to  apply  to  a  judge  of  the  Chancery 
Division  in  chambers  for  an  order  directing  the  action  or  matter  to  be 
carried  on  in  the  County  Court  notwithstanding  such  excess,  and  the  judge 
may  make  an  order  for  this  purpose.  If  any  action  or  matter  is  pending  in 
the  Chancery  Division  which  might  have  been  commenced  in  the  County 
Court,  any  party  may  apply  to  the  judge  of  the  Chancery  Division,  to  whom 
the  action  or  matter  is  attached,  to  have  the  same  transferred  to  the  County 
Court,  and  the  judge  may  upon  such  appUcation,  or  without  it  if  he  should 
think  fit,  order  this  to  be  done  (3.  sec.  69).  The  Court  in  Scotland  having 
power  to  decree  a  dissolution  of  a  partnership  is  the  Court  of  Session — not 
the  Sheriff  Court — and  petitions  under  sec.  35  of  the  P.A.  1890  must  be 
presented  to  the  junior  Lord  Ordinary. 

Date   of  Dissolution. — When  the  Court  dissolves   a  partnership   the 
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dissolution  will,  in  the  absence  of  special  reasons,  date  from  the  judgment. 
But  if  the  partnership  has  been  effectually  dissolved  by  notice,  the  dissolution 
will  date  from  the  time  at  which  it  was  so  dissolved,  whether  the  notice 
has  been  given  under  the  general  power  which  exists  for  that  purpose  in 
the  case  of  partnerships  at  will,  or  under  a  special  power  conferred  upon  the 
partners  by  agreement  {Eohertson  v.  Lockie,  1846, 15  Sim.  285  ;  Bagshaw  v. 
Parker,  1847,  10  Beav.  532).  If  the  partnership  is  at  will  the  Court 
may  think  the  writ  is  a  notice  of  dissolution  and  declare  the  partnership 
dissolved  as  from  that  date. 

(4)  Dissolution  on  Account  of  Fraud  or  Misrepresentation. — Where  a 
partnership  contract  is  rescinded  on  the  ground  of  fraud  or  misrepresenta- 
tion of  one  of  the  parties  thereto,  the  party  entitled  to  rescind  is,  without 
prejudice  to  any  other  right,  entitled — (a)  to  a  lien  on,  or  right  of  retention 
of,  the  surplus  of  the  partnership  assets,  after  satisfying  the  partner- 
ship liabilities,  for  any  sum  of  money  paid  by  him  for  the  purchase  of  a 
share  in  the  partnership,  and  for  any  capital  contributed  by  him ;  and  (h)  to 
stand  in  the  place  of  the  creditors  of  the  firm  for  any  payments  made  by 
him  in  respect  of  the  partnership  liabilities ;  and  (c)  to  be  indemnified  by 
the  person  guilty  of  the  fraud  or  making  the  representation  against  all  the 
debts  and  liabilities  of  the  firm  (P.A.  1890,  sec.  41). 

(5)  Dissolution  hy  an  Arbitrator. — If  partners,  by  their  articles  of  part- 
nership or  otherwise,  agree  to  refer  all  matters  in  dispute  to  an  arbitrator, 
and  a  dispute  arises  as  to  whether  the  partnership  has  been  or  ought  to  be 
dissolved,  the  arbitrator  has  power  to  dissolve  the  partnership  (  Vawdrey  v. 
Simpson,  1896,  1  Ch.  166).  In  such  case  the  Court  may,  in  its  discretion, 
stay  an  action  for  dissolution,  and  send  the  question  for  arbitration,  and 
appoint  a  receiver  pending  the  arbitration  (Pini  v.  Boncorni,  1892,  1  Ch. 
633),  or  may  refuse  to  stay  the  action  {Barnes  v.  Youngs,  1898,  1  Ch.  414). 

(6)  Effect  of  Dissolution  as  regards  Third  Persons. — Business  contracts 
entered  into  by  a  person  are  not  affected  by  a  dissolution.  The  partners  of 
the  dissolved  firm  are  responsible  for  all  the  obligations  contracted  in  the 
firm's  name.  But  no  new  contracts  can  be  entered  into,  and  some 
contracts,  such  as  the  contract  of  service  between  a  firm  and  a  servant, 
are  terminated  by  dissolution.  At  least  this  is  so  when  the  dissolution  is 
caused  by  the  death  of  a  partner  {Hoey,  1867,  5  M.  814).  The  servant  or 
employee,  however,  is  entitled  to  wages  or  salary  up  to  the  next  term. 
Again  a  lease,  if  taken  in  name  of  a  firm,  alone  lapses  on  dissolution 
(1  Bell,  Com.  78 ;  Eankine  on  Leases,  84). 

It  frequently  happens,  when  one  person  is  admitted  into  partnership 
with  another  already  estabhshed  in  business,  that  it  is  agreed  that  the 
incoming  partner  shall  pay  the  other  a  premium,  i.e.  a  sum  of  money  for 
his  own  private  benefit.  The  consideration  for  the  premium  is  not  only 
the  creation  of  a  partnership  between  the  person  who  takes  and  him  who 
parts  with  the  money,  but  also  the  continuance  of  that  partnership ;  and  if 
a  person  on  his  entry  into  a  partnership  pays  a  premium,  and  then  the 
partnership  is  determined  sooner  than  was  expected,  the  question  arises 
whether  any,  and  if  any,  what  part  of  the  premium  is  to  be  returned  ?  If 
a  person  has  been  deluded  into  becoming  a  partner  by  false  and  fraudulent 
representations,  and  has  paid  a  premium,  he  may  take  one  of  two  courses, 
viz.  either  abide  by  the  contract  and  claim  compensation  for  the  loss 
occasioned  by  the  fraud,  which  he  may  do  in  taking  the  partnership 
accounts,  or  he  may  disaffirm  the  contract,  and  thereby  entitle  liimself  to  a 
return  of  the  whole  of  the  money  he  has  paid.  And  in  a  case  of  this  sort, 
in  the  event  of  the  bankruptcy  of  the  defrauding  partner,  the  amount  of 
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the  premium  paid  to  him  is  a  debt  provable  against  his  estate  in  competi- 
tion with  his  separate  creditors.  But  if  the  agreement,  by  virtue  of  which 
the  partnership  was  entered  into  and  the  premium  became  payable,  is  not 
tainted  by  fraud,  then  the  proper  mode  of  dealing  with  the  premium  is  not 
80  easy  to  determine.  In  the  first  place,  assuming  the  partnership  to  have 
been  in  fact  created,  it  is  clear  that  there  has  not  been  a  total  failure  of 
consideration  for  the  premium ;  and,  consequently,  it  cannot  be  recovered 
as  money  paid  for  a  consideration  which  has  failed  (see  Taylor  v.  Hare,  1805, 
1  Bos.  &  Pul.  C.P.  260).  In  the  next  place,  persons  who  enter  into  partner- 
ship know  that  it  may  be  determined  at  any  time  by  death  and  other 
events ;  and  unless  they  provide  against  such  contingencies,  they  may  fairly 
be  considered  as  content  to  take  the  chance  of  their  happening,  and  the  ten- 
dency of  modern  decisions  is  to  act  on  this  principle  {Ferns  v.  Carr,  28  Ch, 
D.  409).  On  the  other  hand,  if  a  person  receives  a  premium  for  taking 
another  into  partnership,  which  is  to  endure  for  a  certain  time,  and  then 
himself  does  anything  which  determines  the  partnership  before  that  time 
has  elapsed,  he  may  be  fairly  considered  as  having  precluded  himself  from 
insisting  on  his  strict  right  to  retain  or  be  paid  his  whole  premium. 
Moreover,  where  there  has  been  no  misconduct,  a  premium  paid  for  a  part- 
nership for  a  term  of  years  has  been  held  apportionable  in  the  event  of  a 
premature  determination  of  the  partnership  by  an  unforeseen  occurrence. 
The  fact  that  the  consideration  for  the  premium  has  partially  failed  has 
been  considered  sufficient  to  render  it  inequitable  to  retain  or  obtain  pay- 
ment of  the  whole  premium  (see  Whincup  v.  Hughes,  L.R.  6  C.P.  78). 
Section  40  of  the  Partnership  Act  1890  enacts  that  "  where  one  partner 
has  paid  a  premium  to  another  on  entering  into  a  partnership  for  a  fixed 
term,  and  the  partnership  is  dissolved  before  the  expiration  of  that  term 
otherwise  than  by  the  death  of  a  partner,  the  Court  may  order  the  repay- 
ment of  the  premium,  or  of  such  part  thereof  as  it  thinks  just,  having  regard 
to  the  partnership  contract  and  to  the  length  of  time  during  which,  the 
partnership  has  continued ;  unless  (a)  the  dissolution  is,  in  the  judgment 
of  the  Court,  wholly  or  chiefly  due  to  the  misconduct  of  the  partner 
who  paid  the  premium ;  or  (b)  the  partnership  has  been  dissolved  by  an 
agreement  containing  no  provision  for  a  return  of  any  part  of  the  premium." 
The  terms  of  the  Act  leave  a  wide  discretion  to  the  Court,  and  the  earlier 
decisions  cannot  be  safely  treated  as  obsolete.  At  the  same  time  its 
language  appears  to  be  founded  on  the  judgment  in  Atwood  v.  Maude 
(1868,  3  Ch.  369),  still  the  latest  case  on  the  subject  in  a  court  of  appeal. 
And  it  may  perhaps  be  concluded  that  now,  in  accordance  with  that  case, 
the  proportionate  part  to  be  returned  is,  in  the  absence  of  special  reasons 
to  the  contrary,  a  sum  bearing  the  same  proportion  to  the  whole  premium 
as  the  unexpired  part  of  the  partnership  term  originally  contracted  for 
bears  to  the  whole  term.  Conversely,  where  the  premium  payable  by  a 
partner  in  fault  is  still  unpaid,  payment  of  it  may  be  ordered  {Blvxh  v. 
Capstick,  1879,  12  Ch.  D.  863  ;  Lindley,  Partnership,  581 ;  Pollock,  119). 

(7)  Winding  up. — After  the  dissolution  of  a  partnership  the  authority 
of  each  partner  to  bind  the  firm,  and  the  other  rights  and  obligations  of 
the  partners  continue  notwithstanding  the  dissolution,  so  far  as  may  be 
necessary  to  wind  up  the  affairs  of  the  partnership,  and  to  complete 
transactions  begun  but  unfinished  at  the  time  of  the  dissolution,  but  not 
otherwise.  Provided  that  the  firm  is  in  no  case  bound  by  the  act  of  a 
partner  who  has  become  bankrupt ;  but  this  proviso  does  not  affect  the 
liability  of  any  person  who  has  after  the  bankruptcy  represented  himself,  or 
knowingly  suffered  himself  to  be  represented  as  a  partner  of  the  bankrupt 
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(P.A.  1890,  sec.  38).  If  after  a  dissolution  the  partners  cannot  agree  as  to 
the  conduct  of  the  winding  up,  the  Court  will  almost  as  a  matter  of  course 
appoint  a  receiver,  and,  if  necessary,  a  manager  of  the  partnership  business 
(Fini  V.  Boncoroni,  1892,  1  Ch.  633),  and  will  restrain  a  partner  by  in- 
junction from  doing  any  act  which  will  impede  the  winding  up  of  the 
concern,  e.g.  injuring  the  value  of,  or  misapplying  the  assets  of  the  firm,  or 
withholding  the  partnership  books  (Turner  v.  Major,  1862,  3  Gif.  442; 
Mood  V.  Aston,  1826,  1  Euss.  412;  Greatrex  v.  Greatrex,  1847,  1  De 
G.  &  Sm.  692).  Where  a  partnership  has  been  dissolved  by  the  death  or 
bankruptcy  of  one  of  the  partners,  the  surviving  or  solvent  partners  are 
entitled  in  a  proper  case  to  an  injunction  to  restrain  the  executors  or  the 
trustee  in  bankruptcy  from  interfering  with  them  (Collins  v.  Young,  1853, 
1  Macq.  H.L.  Cas.  385 ;  ex  parte  Owen,  1884,  13  Q.B.D.  113).  But  if 
special  grounds  be  shown  the  Court  will,  at  the  instance  of  the  executors  of 
a  deceased  or  the  trustee  of  a  bankrupt  partner,  interfere  by  injunction,  or 
by  the  appointment  of  a  receiver,  to  protect  the  partnership  assets  and 
insure  the  proper  conduct  of  the  winding  up  (Elliot  v.  Brown,  1819, 
3  Swans.  489,  note ;  Madgwick  v.  Wimble,  1843,  6  Beav.  495).  The  solvent 
partner  may  himself  be  appointed  receiver  and  manager. 

(8)  Application  of  Partnership  Property. — On  the  dissolution  of  a  part- 
nership any  partner  is  entitled,  as  against  the  other  partners  in  the  firm,  and 
all  persons  claiming  through  them  in  respect  of  their  interest  as  partners, 
to  have  the  property  of  the  partnership  applied  in  payment  of  the  debts 
and  liabilities  of  the  firm,  and  to  have  the  surplus  assets  after  such  pay- 
ment applied  in  payment  of  what  may  be  due  to  the  partners  respectively 
after  deducting  what  may  be  due  from  them  as  partners  to  the  firm,  and 
for  that  purpose  any  partner  or  his  representatives  may,  on  the  termination 
of  the  partnership,  apply  to  the  Court  to  wind  up  the  business  and  affairs 
of  the  firm  (P.A.  1890,  sec.  39).  The  general  rule  has  been  thus  stated : 
That  "  on  the  dissolution  of  the  partnership  all  the  property  belonging  to 
the  partnership  shall  be  sold,  and  the  proceeds  of  the  sale,  after  discharging 
all  the  partnership  debts  and  liabilities,  shall  be  divided  among  the  partners 
according  to  their  respective  shares  in  the  capital"  (Darly  v.  Darly,  1856, 
3  Drew,  503). 

(9)  Rules  as  to  Disposal  of  Goodwill. — The  Partnership  Act  1890  does  not 
make  any  express  provision  for  disposing  of  the  goodwill  on  the  dissolution 
of  a  firm.  But  the  question  of  goodwill  is  one  of  those  which  ought  always 
to  be  considered  and  provided  for  in  the  formation  of  a  partnership,  and 
constantly  has  to  be  considered  on  its  dissolution  whether  provided  for  or 
not.  On  the  dissolution  of  a  partnership  every  partner  has  a  right,  in  the 
absence  of  any  agreement  to  the  contrary,  to  have  the  goodwill  of  the 
business  sold  for  the  common  benefit  of  all  the  partners.  In  other  words, 
the  goodwill,  and  therefore  also  the  firm-name,  is  part  of  the  partnership 
assets  (Levy  v.  Walker,  1879, 10  Ch.  D.  436,  446).  Where  the  goodwill  of  a 
business,  whether  carried  on  in  partnership  or  not,  is  sold  the  rights 
and  duties  of  the  vendor  and  purchaser  are  determined  by  the  following 
rules  in  the  absence  of  any  special  agreement  excluding  or  varying  their 
effect : — 

(a)  The  purchaser  alone  may  represent  himself  as  continuing  or 
succeeding  to  the  business  of  the  vendor  (Churton  v.  Douglas,  1859,  Johns. 
174).  But  the  vendor's  wife,  having  separate  estate,  cannot  be  restrained 
from  carrying  on  a  competing  business  on  her  own  account  and  in  her  own 
name  (Smith  v.  Hancock,  1894,  2  Ch.  377,  C.A.  (diss.  Eay  L.J.)). 

(Z>)  The  vendor  may  nevertheless  carry  on  a  similar  business  in  com- 
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petition  with  the  purchaser,  but  not  under  the  name  of  the  former  firm, 
nor  80  as  to  represent  himself  as  continuing  or  succeeding  to  the  same 
business. 

(c)  The  vendor  may  publicly  advertise  his  business,  but  may  not  canvass 
the  customers  of  the  former  firm  (Trego  v.  Hunt,  1896,  A.C.  7).  A  partner 
who  has  been  expelled  under  a  provision  in  the  articles  is  not  restrained 
from  carrying  on  the  same  business  on  his  own  account  or  soliciting 
customers  of  the  old  firm  (Dawson  v.  Beeson,  1882,  22  Ch.  D.  504). 

(d)  The  sale  carries  the  exclusive  right  to  use  the  name  of  the  former 
firm  (Levy  v.  Walker,  1879,  10  Ch.  D.  436 ;  David  v.  Matthews,  1899,  1  Ch. 
378),  subject  to  this  qualification,  that  the  purchaser  may  use  the  vendor's 
name  only,  "  so  long  and  so  far  as  he  does  not  by  so  doing  expose  him  to 
any  liability  "  (Thynne  v.  Shore,  1890,  45  Ch.  D.  577,  582).  The  purchaser 
has  the  right  to  trade  as  the  vendor's  successor,  but  not  to  hold  out  the 
vendor  as  stiU  in  the  business  and  personally  answerable.  A  purchaser  of 
"  assets  "  without  any  restrictive  terms,  or  a  partner  retaining  the  "  assets  " 
on  dissolution,  is  entitled  to  the  goodwill,  with  its  incidental  rights  (Jennings 
V.  Jennings,  1898,  1  Ch.  378). 

If  one  partner  improperly  obtains  the  benefit  of  the  goodwill  he  can  be 
compelled  to  account  for  its  saleable  value  (Smith  v.  Everett,  1860,  27 
Beav.  446;  Johnson  v.  Halleley,  1864,  2  De  G.  J.  &  S.  446).  If  the 
goodwill  is  not  sold,  each  partner  of  a  dissolved  firm  is,  unless  otherwise 
prevented,  entitled  to  use  the  firm's  name  and  carry  on  his  business  under 
it  (Banks,  1865,  34  Beav.  566). 

(10)  Accounts  on  Dissolution. — An  action  for  an  account  may  be  main- 
tained by  partners  although  the  partnership  accounts  are  not  complicated ; 
and  although  an  action  for  damages  may  be  sustainable ;  and  although  the 
defendant  may  have  stolen  or  embezzled  the  money  of  the  firm.  An 
account  may  be  had  by  one  partner  or  his  executors  or  administrators 
against  his  copartner,  or  his  executors  or  administrators.  So  by  the 
trustees  of  a  bankrupt  partner  against  the  solvent  partner  or  his  executors. 
So  a  solvent  partner  may  maintain  an  action  for  an  account  against  the 
trustees  of  his  bankrupt  copartner.  An  agreement  to  pay  servants,  etc., 
out  of  profits  confers  a  right  to  an  account  (see  Harrington  v.  Churchward, 
1860,  6  Jur.  N.S.  576).  A  sub-partner  has  no  right  to  an  account  from  the 
principal  firm,  or  any  of  the  members  of  it,  except  the  one  with  whom  he 
is  a  sub-partner ;  for  there  is  no  contract  or  privity  save  between  those  two. 
If  a  partner  charges  or  mortgages  his  share  in  favour  of  a  creditor,  the 
latter,  so  long  as  the  partnership  continues,  has  no  right  to  an  account  from 
the  other  partners  of  the  profits  to  which  their  copartner  may  be  entitled  ; 
but  on  a  dissolution  of  the  partnership  he  is  entitled  to  an  account  as  from 
the  date  of  dissolution.  But  if  a  partner  has,  by  virtue  of  an  agreement 
between  himself  and  his  copartners,  a  right  to  assign  his  share  in  the 
partnership  and  to  make  the  assignee  a  partner,  the  assignee  will,  by 
virtue  of  the  agreement,  acquire  the  right  of  the  assignor,  and  be,  therefore, 
entitled  to  an  account  from  the  other  partners.  If  a  partner  dies  a 
question  arises  as  to  the  right  of  his  creditors  and  legatees  to  sue  the  other 
partners  for  an  account  of  the  sliare  of  the  deceased.  The  creditors  of  the 
late  firm  can  maintain  an  action  against  the  executors  of  the  deceased  and 
the  surviving  partners  in  order  to  obtain  payment  of  their  debt  out  of  the 
assets  of  the  deceased.  But  the  separate  creditors,  or  the  legatees,  or  next 
of  kin  of  a  deceased  partner,  stand  in  a  very  different  position.  In  the 
absence  of  special  circumstances  they  have  no  locus  standi  against  the 
surviving  partners,  but  only  against  the  legal  personal  representative  of 
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the  deceased  partner ;  and  it  is  only  when  there  is  collusion  between  these 
persons,  or  when  circumstances  have  occurred  which  preclude  the  repre- 
sentative from  himself  obtaining  an  account  of  the  share  of  the  deceased, 
that  his  separate  creditors,  legatees,  or  next  of  kin  may  themselves 
bring  an  action  for  that  purpose  against  the  surviving  partners  (Lindley, 
Partnership,  494). 

The  account  will  begin  from  the  commencement  of  the  partnership 
unless  an  account  has  been  settled  between  the  partners,  in  which  case 
the  last  settled  account  will  be  the  point  of  departure.  If  the  partners 
have  had  mutual  dealings  preparatory  to  the  commencement  of  their 
partnership,  these  dealings  must  be  included  in  the  general  account  (Cruik- 
shank  v.  M' Vicar,  1844,  8  Beav.  116).  The  account  wiU  be  taken  down  to 
the  date  of  dissolution ;  but  if  there  is  a  general  dissolution  and  winding  up, 
it  will  be  kept  open  to  include  all  transactions  incidental  to  the  winding  up. 
If  a  partner  agrees  that  on  his  death  or  retirement  his  capital  shall  be 
left  as  a  loan  in  the  business  at  interest,  he  or  his  estate  will  be  entitled  to 
his  capital  and  interest,  and  nothing  more. 

If  the  surviving  or  continuing  partners  have  by  the  partnership  agree- 
ment an  option  to  purchase  the  interest  of  the  deceased  or  outgoing  partner, 
and  exercise  the  option  and  comply  with  the  terms  thereof  in  all  material 
respects,  their  liability  will  be  that  imposed  upon  them  by  the  agreement, 
and  they  will  not  be  liable  to  account  for  subsequent  profits,  even  though 
one  or  more  of  the  partners  is  an  executor  or  trustee  of  the  deceased  partner 
(P.A.  1890,  sec.  42  (2) ;   Vyse  v.  Foster,  1874,  L.R.  7  H.L.  318). 

If  after  the  death  or  retirement  of  a  partner  the  surviving  or  con- 
tinuing partners  carry  on  the  business  of  the  firm  with  its  capital  or  assets 
without  any  final  settlement  of  accounts  between  the  firm  and  the  out- 
going partner  or  his  estate,  then,  in  the  absence  of  any  agreement  to  the 
contrary,  the  outgoing  partner  or  his  estate  is  entitled,  at  the  option 
of  himself  or  his  representatives,  either  to  such  share  (if  any)  of  the 
profits  made  since  the  dissolution  as  the  Court  may  find  to  be  attributable 
to  the  use  of  his  share  in  the  partnership  assets,  or  to  interest  at  the  rate 
of  5  per  cent  per  annum  on  the  amount  of  his  share  of  the  partnership 
assets.  The  outgoing  partner  or  his  representatives  have  the  like  option  if 
the  surviving  or  continuing  partners,  having  by  the  partnership  agreement 
an  option  to  purchase  the  interest  of  the  deceased  or  outgoing  partner, 
assume  to  exercise  such  option,  but  do  not  in  all  material  respects  comply 
with  the  terms  thereof  (P.A.  1890,  sect.  42  (2) ;  Willett  v.  Blandford,  1841, 
1  Hare,  253).  If  a  trustee  or  executor  enters  into  partnership  with  the 
former  partners  of  his  testator,  or  with  other  persons,  and  wrongfully 
employs  the  testator's  estate  in  the  business  as  part  of  its  capital,  all  the 
partners  in  such  business,  if  they  have  notice  of  the  breach  of  trust  (but  not 
otherwise),  will  be  jointly  and  severally  liable  to  account  for  the  profits 
attributable  to  the  use  of  such  estate  to  the  persons  interested  therein,  or, 
at  the  option  of  such  [persons,  to  pay  them  interest  at  the  rate  of  5  per 
cent  per  annum  when  money  was  retained  in  the  business  beyond  the 
authorised  time.  If  in  such  a  case  the  other  partners  have  no  notice  that 
such  employment  is  a  breach  of  trust,  the  trustee  or  executor  in  the  firm 
cannot  be  charged  with  a  greater  share  of  such  profits  than  he  himself  has 
received. 

Subject  to  any  agreement  between  the  partners,  the  amount  due  from 
surviving  or  continuing  partners  to  an  outgoing  partner  or  the  repre- 
sentatives of  a  deceased  partner  in  respect  of  the  outgoing  or  deceased 
partner's  share,  is  a  debt  accruing  at  the  date  of  the  dissolution  or  death 
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(P.A.  1890,  sect.  43).  The  claim  of  the  representatives  against  the  surviving 
partner  is  in  the  nature  of  a  simple  contract  debt,  and  is  subject  to  the 
statute  of  limitations,  which  runs  from  the  deceased  partner's  death.  The 
receipt  of  a  particular  debt  due  to  the  firm  after  six  years  have  elapsed 
from  that  date  does  not  revive  the  right  to  demand  a  general  account.  The 
mode  of  ascertaining  an  outgoing  or  deceased  partner's  share  must,  of  course, 
depend  on  the  partnership  agreement.  Very  commonly  the  last  annual 
account  is  taken  as  fixing  the  share  (as  to  the  construction  of  such  clauses, 
see  Hunter  v.  Doioling,  1893,  3  Ch.  212,  C.A.). 

(11)  Distribution  of  Assets  on  Final  Settlement  of  Accounts  after 
Dissolution. — In  settling  accounts  between  the  partners  after  a  dissolution 
of  partnership,  the  foUowing  rules  shall,  subject  to  any  agreement,  be 
observed : — (a)  Losses,  including  losses  and  deficiencies  of  capital,  shall  be 
paid  first  out  of  profits,  next  out  of  capital,  and  lastly,  if  necessary,  by  the 
partners  individually  in  the  proportion  in  which  they  were  entitled  to  share 
profits ;  (b)  the  assets  of  the  firm,  including  the  sums,  if  any,  contributed 
by  the  partners  to  make  up  losses  or  deficiencies  of  capital,  shall  be  applied 
in  the  following  manner  and  order : — 

1.  In  paying  the  debts  and  liabihties  of  the  firm  to  persons  who  are  not 
parties  therein. 

2.  In  paying  to  each  partner  rateably  what  is  due  from  the  firm  to 
him  for  advances  as  distinguished  from  capital 

3.  In  paying  to  each  partner  rateably  what  is  due  from  the  firm  to  him 
in  respect  of  capital. 

4.  The  ultimate  residue,  if  any,  shall  be  divided  among  the  partners 
in  the  proportion  in  which  profits  are  divisible  (P.A.  1890,  sect.  44).  It  is 
to  be  noted  that  sect.  44  only  applies  where  the  partnership  is  solvent. 
Partners  cannot,  of  course,  escape  by  any  agreement  among  themselves 
from  the  necessity  of  paying  the  external  debts  of  the  firm  in  full  before 
they  divide  profits  or  even  repay  advances  as  between  themselves.  But  they 
may  make  any  agreements  they  please  as  to  the  proportions  in  which,  as 
between  themselves,  partners  shall  be  bound  to  contribute  and  entitled  to 
be  recouped.  The  rules  given  in  sect.  44  are  only  rules  of  administration 
founded  on  the  usual  course  of  business,  and  expressing  what  is  fairly 
presumed  to  be  the  intention  of  the  partners ;  but  if  any  different  intention 
is  shown  in  a  particular  case  by  the  terms  of  the  partnership  articles  or 
otherwise,  that  intention  so  shown  must  prevail. 

When  the  partnership  is  being  wound  up  by  the  Court  the  costs  of  the 
action  are  payable  out  of  the  assets  after  payment  thereout  of  what  is 
due  from  the  firm  to  the  partners  in  respect  of  advances  or  capital,  and  if 
the  assets  are  insufiicient,  the  costs  must  be  borne  by  the  partners  in  the 
proportion  in  which  profits  are  divisible  (Boss  v.  White,  1894,  3  Ch.  326). 
Before  any  partner  can  take  his  costs  out  of  the  assets  he  must  make  good 
what  is  due  to  the  assets.  It  must  be  borne  in  mind  that  the  modes  in 
which  profits  are  to  be  ascertained  and  divided  during  the  partnership 
may  differ  from  that  in  which  they  are  to  be  ascertained  and- divided 
on  a  final  settlement  of  accounts  {Bridgewater  Navigation  Co.  1888, 
39  Ch.  D.  1). 

5.  Bankruptcy 

Partnership  is  undoubtedly  subject  to  the  whole  of  the  law  affecting 
bankruptcy.  A  firm,  seeing  that  it  is  a  legal  person,  is  subject  to  the 
bankruptcy  laws  in  the  same  way  as  an  individual.  A  partner  may  become 
bankrupt  and  the  firm  remain  solvent.     When  this  occurs,  the  partner 
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may  either  be  a  creditor  of  or  a  debtor  to  his  firm.  When  the  partner  is 
a  creditor,  his  creditors  are  entitled  to  claim  his  share  of  the  stock  and 
profits  of  the  partnership,  and  repayment  of  any  advances  he  may  have 
made  to  it.  But  the  debts  due  by  the  firm  must  first  be  deducted,  as  the 
creditors  of  the  firm  have  a  right  superior  to  that  of  the  creditors  of  a 
partner.  When  the  partner  who  becomes  bankrupt  is  a  debtor  to  the 
firm,  it  ranks  on  his  estate  for  the  sum  due  to  it,  under  deduction  of  the 
partner's  share  of  the  assets  and  the  profits  of  the  concern.  In  adjusting 
claims  under  these  circumstances,  the  firm  cannot  demand  payment  of  their 
debt  from  a  solvent  partner  who  may  be  debtor  to  the  bankrupt.  They 
can  only  claim  it  from  the  bankrupt's  estate,  and  the  indebted  partner 
must  pay  his  debt.  He  is  not  allowed  to  offer  a  discharge  of  the  firm's 
debt  in  payment  of  the  demand  against, himself  (2  Bell,  Com.  548). 

A  firm  may  become  bankrupt  and  the  partners  remain  solvent.  When 
this  occurs  the  firm's  creditors  are  paid  in  full,  because  partners  are  liable 
singuli  in  solidum  for  its  obligations ;  but  the  partner  who  pays  the  debts 
has  a  right  of  relief  against  his  copartners  for  their  shares. 

Both  the  firm  and  the  partners  may  be  bankrupt.  When  this  happens 
the  whole  assets  of  the  firm  fall  to  the  firm's  creditors,  to  the  entire 
exclusion  of  the  creditors  of  the  individual  partners  until  the  former  have 
been  paid  in  full. 

Sequestration  and  cessio  honorum  are  the  methods  of  winding  up  the 
affairs  of  firms  and  partners  under  the  Bankruptcy  Acts. 

Authorities. — Lindley  on  Partnership  ;  Pollock's  Digest  of  the  Law  of  Partnership.  For 
precedents  of  articles  of  partnership,  see  Conveyancing  Precedents  by  Bythewood  and  Jarman, 
vol.  iv.  ;  Davidson ;  Ray  and  Elphinstone.     For  forms  of  orders,  see  Seton. 

J.  E.  K.  Stephens. 

Partnership  Accounts. — Inasmuch  as  the  formation  of  a 
partnership  is  one  of  agreement,  verbal  or  written,  and  that  such  agreement 
is  based  either  upon  the  good  working  of  a  business  previously  carried  on, 
or  upon  the  possibilities  of  success  of  a  newly  started  concern,  it  is  funda- 
mental that  all  the  parties  thereto  should  clearly  understand  their  positions 
at  the  start. 

Opening  the  Partnekship 
Examples  where  a  new  Business  is  being  started 

Probably  each  partner  will  be  required  to  produce  a  certain  amount  of 
cash,  and  subject  to  contrary  agreement  each  such  sum  will  be  credited  to 
the  respective  capital  accounts  of  the  partners,  and  will  be  debited  to 
cash.  The  share  of  profits  or  losses  may  perhaps  also  be  based  upon  such 
amounts. 

Some  asset  other  than  cash  may  be  introduced  by  one  or  more  of  the 
partners,  such  as  a  desirable  leasehold  or  freehold  property,  or  designs, 
copyrights,  plant  and  machinery,  furniture  and  fittings,  stock,  realisable 
securities,  tools  and  materials,  or  other  property  considered  by  all  parties 
as  representing  value  for  the  position  offered  and  accepted.  Each  such 
asset  will,  subject  to  contrary  agreement,  be  credited  to  any  partner  intro- 
ducing the  same,  and  each  asset  account  will  be  debited.  It  is  possible 
that  the  partnership  may  accept  a  liability  from  the  very  commencement  to 
an  outside  creditor,  thus :  A.,  one  of  three  partners,  held  a  freehold 
property  valued  at  £20,000,  but  had  borrowed  upon  mortgage  £5000.  If 
the  suggested  firm  accept  the  asset  they  must  of  necessity  agree  to  the 


256 


PARTNEESHIP  ACCOUNTS 


firm's  indebtedness  for  the  loan,  provided  (a)  that  other  arrangements  were 
not  made  with  A.,  (6)  that  the  mortgagee  accepted  the  firm  as  mortgagors ; 
in  which  case  a  journal  entry  should  be  made  in  the  firm's  books  as  under, 
and  postings  to  the  Ledger  made  therefrom. 


Freehold  Property  Account  . 
To  Sundries — 

A.'s  Capital  Account 
Mortgagee 


Dr. 


£20,000 


£15,000 
5,000 


Clearly  it  is  for  the  firm  to  decide  whether  the  property  was  worth  £20,000, 
and  whether  A.'s  capital  is  sufficiently  represented  in  comparison  to  the 
agreement  between  them  all 

An  asset  may  be  introduced  which  may  carry  a  contingent  liability 
with  it,  but  which,  nevertheless,  would  not  necessarily  reduce  the  value  of 
the  asset.  B.  is  the  owner  of  certain  copyrights,  but  a  royalty  is  payable 
upon  sales ;  the  copyrights  are  valued  at  £1000,  and  such  value  is  accepted 
by  C,  who  is  entering  into  partnership  with  B.  As  the  royalty  becomes 
payable  only  when  sales  are  effected  the  value  of  the  copyright  is  not 
thereby  altered,  and  no  liability  should  be  put  upon  the  firm's  books  for 
royalty  until  the  sales  have  been  made. 

D.,  E.,  and  F.  propose  to  enter  into  a  combined  partnership  upon  the 
following  basis  of  agreed  assets.  Each  to  contribute  £3500  in  cash.  Each 
to  give  an  acceptance  of  £1000  to  the  firm,  made  payable  at  twelve  months 
from  date  of  signing  agreement,  with  interest  added  at  5  per  cent.  D. 
supplied  the  plant  and  fixed  the  same  for  a  total  sum  of  £2100.  E.  pro- 
duced the  furniture  valued  at  £200,  and  the  fittings  £100,  also  the  tools 
£350,  and  the  stock  in  trade  £1450.  F.,  who  had  previously  carried  on  a 
successful  business  and  was  introducing  all  his  customers  to  the  firm,  is  to 
be  credited  with  £1000  for  goodwill,  and  he  paid  £1100  for  a  premium  of 
the  business  premises,  carrying  with  it  a  lease  of  eleven  years  at  an  annual 
rental  of  £600.  The  subjoined  is  the  opening  journal  entry  of  the  firm, 
and  postings  will  be  made  therefrom  to  the  respective  Ledger  accounts. 


Sundries.     Dr. 

To  Sundries — 

Cash 

Bills  Receivable       ...... 

Plant       

Furniture 

Fittings 

Tools 

Stock  in  Trade 

Goodwill 

Premium  for  Premises 

D.'s  Capital 

E.'s  Capital 

F.'s  Capital 


But  as  the  bulk  of  partnerships  are  formed  upon  some  basis  of  payment 
by  an  incoming  partner  to  an  already  established  business,  it  is  of  the 
greatest  consequence  that  both  (or  all)  parties  should  thoroughly  understand 
the  possible  difficulties  which  may  arise.  In  reading  deeds  of  partnership 
I  have  frequently  wondered  why  the  construction  is  not  clearer,  and  I 
propose  to  set  forth  a  few  points  which  may  reduce  complications.     Is  the 


£10,500 

3,150 

2,100 

200 

100 

350 

1,450 

1,000 

1,100 

£6,650 

6,650 

... 

6,650 

£19,950 

£19,950 
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incoming  partner  to  pay  a  premium  for  admittance,  or  is  he  to  produce  an 
amount  of  capital  ?  There  is  all  the  difference  between  the  two  things.  A 
premium  paid  cannot  per  se  form  a  part  of  the  capital  of  the  new  partner, 
but  it  may  or  may  not  be  intended  to  strengthen  the  capital  of  the  one 
receiving  such  payment.  I  advocate  most  strongly  the  use  of  the  word 
"premium"  in  the  deed,  where  such  is  intended,  in  preference  to  the 
more  stereotyped  expression  "payment  of  £  as  purchase  of  share  of 
goodwill."  And  assuming  that  a  premium  is  payable  for  admittance,  that 
sum  will  belong  to  the  previous  members  of  the  firm  in  proportion  to  their 
past  profits,  unless  otherwise  stated ;  but  whether  it  is  to  be  added  to  their 
capitals  or  to  be  withdrawn  must  be  mentioned  in  the  deed.  The  book 
entries  should  be:  (a)  debit  the  incoming  partner  and  credit  premium 
account ;  (h)  debit  cash  and  credit  the  incoming  partner  when  paid  for ;  (c) 
debit  premium  account  and  credit  the  capital  accounts  of  the  old  partners 
with  agreed  shares ;  and  if  to  be  withdrawn,  then  (d)  debit  those  capital 
accounts  and  credit  cash. 

Here  is  another  point  requiring  care.  G.  and  H.  had  carried  on  a 
successful  business,  and  for  some  years  had  set  aside  sums  to  a  "  Eeserve 
Fund "  in  order  to  provide  for  contingencies  which  might  have  arisen,  in 
the  nature  of  claims  or  similar  risks,  but  which  with  care  had  been  avoided. 
Consequently  at  the  date  J.  was  admitted  as  a  partner  the  Eeserve  Fund 
remained  undisturbed.  J.  was  admitted,  and  under  the  deed  produced 
£10,000  capital,  receiving  one-quarter  share  of  future  profits.  Attached 
to  the  deed  was  a  schedule  of  assets  and  liabilities  which  the  new  firm  was 
adopting,  and  included  therein  was  the  Eeserve  Fund.  Twelve  months 
later  it  was  agreed  that  this  fund  was  no  longer  needed.  Upon  writing 
back  the  amount  J.  will  be  entitled  to  one-quarter  of  it,  even  although  it 
was  raised  out  of  the  profits  of  the  old  firm.  Before  admitting  J.,  the  fund 
should  have  been  carried  back  to  the  capital  accounts  of  Gr.  and  H.,  and  after- 
wards, if  it  was  desired  to  have  such  a  fund  upon  the  books,  then  (a)  at  the 
end  of  the  first  year  the  firm's  Profit  and  Loss  Account  should  have  been 
debited  with  the  amount,  or  (b)  immediately  the  partnership  was  com- 
menced each  capital  account  (G-.,  H.,  and  J.)  should  have  been  debited  with  a 
due  proportion,  according  to  share  of  profits,  and  the  reserve  fund  should 
have  been  credited. 

An  iacoming  partner  must  be  especially  careful  to  see  that  the  assets  of 
the  firm  which  are  to  be  carried  over  and  adopted  by  the  new  firm  of  which 
he  is  to  be  a  member,  are  valued  at  reasonable  figures.  It  is  possible  that 
there  may  be  much  stock-in-trade  which  had  been  made  up  to  past  fashions, 
or  had  deteriorated  or  in  other  ways  had  become  subject  to  depreciation. 
Any  lease  of  premises  requires  careful  scrutiny,  as  thereunder  the  firm  may 
be  responsible  for  considerable  outlay  during  or  at  the  end  of  such  term, 
and  he  will  doubtless  be  proportionately  liable  to  make  good  such  cost. 
And  under  various  conditions  there  may  be  assets  of  all  descriptions  which 
the  new  partner  may  be  expected  to  accept,  but  upon  the  real  value  of  each 
to  a  going  concern  he  should  satisfy  himself.  And  there  may  be  liabilities 
which  are  not  apparent  upon  the  surface,  so-called  contingent  risks,  which 
he  must  inquire  into.  It  may  be  the  habit  of  the  firm  to  draw  acceptances 
in  large  numbers,'  and  to  send  the  same  to  the  bank  for  discount  upon 
acceptance.  There  is  always  the  risk  that  certain  of  these  bills  may  not  be 
met  at  maturity;  and  for  a  business  man  who  is  not  familiar  with  the 
finance  portion  of  the  work  such  bills  might  easily  be  lost  sight  of.  For 
when  the  bills  were  discounted  the  cash  for  them  was  duly  passed  to  the 
debit  of  the  Cash  Book,  and  the  bill  account  was  to  that  extent  credited  and 
VOL.  V  17 
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consequently  liquidated.  There  would  appear  to  a  casual  observer  to  be  no 
outstanding  acceptances  (of  bills  receivable)  and  a  good  surplus,  perhaps, 
of  cash.  In  reality  there  may  be  a  large  risk  that  the  bills  will  not  be  met 
by  the  acceptors. 

There  may  have  been  contracts  entered  into  which  entail  a  responsibility 
to  fulfil  certain  conditions  upon  the  happening  of  particular  events.  This 
responsibility  he  may  find  himself  liable  to  share. 

It  is  possible,  however,  that  the  incoming  partner  should  have  to  pay 
proportionately  for  advance  payments  which  had  been  made  by  the  old 
firm,  such  as  insurance  premiums,  certain  duties,  and  licences. 

But  of  all  matters  which  are  liable  to  cause  the  greatest  complications, 
those  of  sundry  debtors  and  creditors  claim  first  attention. 

There  is  a  way  out  of  the  difficulty,  and  concisely  it  is :  In  the  deed  let 
it  be  stated  that  the  old  firm  agree  to  collect  their  debtors'  accounts,  and 
as  and  when  they  are  collected  so  the  amounts  are  to  be  applied  (a)  in  paying 
the  old  firm's  creditors,  (6)  any  surplus  to  be  brought  to  the  new  firm's  cash 
account  (or  not,  as  agreed). 

But  more  frequently  than  not  we  see  attached  to  a  deed  of  partnership 
a  scheduled  list  of  debtors  and  creditors  which  the  new  firm  are  adopting, 
having  taken  over  the  same  from  the  old  firm's  books.  In  all  such  cases 
the  following  are  the  points  requiring  attention. 

If  no  discounts  are  given  or  received  upon  receipt  or  payment,  and  if 
due  provision  has  been  made  for  bad  and  doubtful  debts,  no  trouble  will 
arise,  but  the  greatest  care  must  be  taken  by  the  incoming  partner  to  ensure 
that  all  liabilities  were  included  in  the  list  of  creditors.  If  any  had  been 
inadvertently  omitted  he  has  the  schedule  to  refer  to,  and  to  which  he  can 
bind  his  partners,  hence  the  value  of  a  detailed  list. 

But  where  discounts  form  a  portion  of  the  subject  many  difficulties 
arise.  If  it  were  a  certainty  that  a  given  rate  per  cent  would  be  allowed 
upon  all  debtors'  payments,  irrespective  of  the  credit  taken,  or  that  one 
class  of  debtors  would  be  allowed  such  rate  and  another  class  of  debtors 
allowed  some  other  fixed  rate,  the  difficulties  are  reduced  to  a  minimum. 
But  as  it  is  morally  certain  that  a  varying  rate  will  be  given,  and  sometimes 
no  discount  allowed  at  all,  the  trouble  is  one  which,  if  taken  to  a  fine  point, 
is  practically  insurmountable,  as  I  will  show. 

K.  and  L.  had  been  partners  for  some  years,  and  at  a  fixed  date  agreed 
to  admit  M.  as  a  partner  with  them.  At  the  date  of  the  agreement,  and 
scheduled  thereon,  the  list  of  gross  debtors  amounted  to  £3976 :  17 : 9.  It 
had  been  the  custom  of  the  firm  when  drawing  their  annual  accounts  to 
make  a  provision  of  5  per  cent  against  their  profits,  for  discounts  to  be 
allowed  their  debtors  upon  discharge  of  the  debts.  This  allowance  was 
considered  a  fair  average,  and  was  deducted  from  the  gross  debtors  in  the 
Balance  Sheets.  This  plan  was  further  continued  in  the  agreement  with 
M.,  and  upon  the  new  firm's  books  the  total  debtors  stood  at  £3976  :  17 : 9, 
while  a  credit  stood  to  the  "Discount  Reserve  Account"  of  £198  :  16  :  10. 
In  the  deed  it  was  stated  that  an  adjustment  should  be  made  later  on  as  to 
these  discounts,  and  that  any  differences  of  actual  figures  with  those  quoted 
in  the  deed  should  be  rectified.  For  this  purpose  a  small  portion  of  the 
new  firm's  Cash  Book  with  its  discount  column  was  set  aside,  and  it  was 
supposed  that  when  all  the  old  debtors'  accounts  had  been  paid  the  discount 
allowed  to  them  could  be  easily  ascertained.  But  it  was  found  that  many 
of  the  debtors  exceeded  their  length  of  credit,  but  were  prompt  to  credit 
upon  their  new  accounts.  Also  that  very  few,  comparatively,  settled  their 
accounts  in  such  a  way  that  their  payments  for  "  old  account "  could  be 
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earmarked.  For  instance,  X.  was  one  of  the  old  debtors  and  his  balance  at 
the  date  of  the  agreement  was  £107  :  10  : 4.  He  continued  buying  from  the 
new  firm  from  time  to  time,  and  his  balance  amounted  to  £213  :  16  :  2  before 
he  made  any  payment.  Then  he  sent  £50  on  general  account.  It  was 
agreed  that  the  £50  should  be  credited  to  "  old  account."  He  continued 
buying,  but  as  no  further  payments  were  made  by  him  his  account  was 
stopped.  By  that  time  his  balance  was  £249  :  18  : 2.  He  had  far  exceeded 
his  credit  both  on  old  and  new  accounts.     His  account  stood  as  under : — 

X.'8  Account 


Old  Balance   . 
Goods     . 
Goods    . 

£ 

107 
106 

86 

s.    d. 
10     4 
5  10 
2 

Cash 
Balance 

£     s.  -d. 

50     0     0 

249  18     2 

299 

18     2 

299  18     2 

To  Balance     . 

249 

18     2 

After  considerable  trouble  he  agreed  to  pay  if  he  was  allowed  his  usual 
discount  of  5  per  cent,  viz.  £12:10.  The  firm  accepted  this,  but  is  the 
new  firm  chargeable  with  £9:12:5,  and  the  old  firm  with  £2:17:7 
discount  ?  According  to  the  circumstances,  it  might  well  be  so.  But  I 
doubt  whether  this  is  adequate.  Taking  all  the  circumstances,  credit  was 
exceeded  on  both  old  and  new  accounts.  And  I  am  inclined  to  think  that 
a  fairer  adjustment  would  have  been  the  proportionate  division  of  £12  :  10, 
as  £107  :  10  : 4  was  to  £299  :  18  :  2,  and  as  £192  :  7  :  10  was  to  £299  :  18  :  2. 

But  even  a  greater  complication  is,  that  of  a  large  number  of  balances 
many  will  consist  of  items  upon  some  of  which  no  discount  is  allowed,  and 
upon  some  other  portion  of  the  balance  a  discount  is  allowed.  Goods 
continued  to  be  bought  by  those  debtors,  and  presently  a  payment  was 
made.  The  discount  must  be  analysed.  If,  for  instance,  3  per  cent  was 
allowed  on  the  actual  payment  it  may  be  assumed  that  3  per  cent  was 
allowed  on  the  "  old  account "  or  such  portion  of  it  as  was  discharged  by 
this  payment.  But  this  cannot  be  accepted  without  sifting  the  matter. 
Possibly  the  old  balance  included  only  a  small  portion  subject  to  discount, 
or  again  it  is  possible  that  only  a  small  part  of  the  "new"  goods  were 
subject  to  discount. 

Incidental  with  the  matter  of  discounts  is  that  of  "  returns,"  consisting 
of  cases,  bottles,  boxes,  tins,  and  of  the  goods  themselves.  How  is  a  new 
firm  to  distinguish  principally  in  the  first  four  suggested  items,  which  are 
returned  on  "  old  "  or  on  "  new  "  account. 

Unless  a  special  label  (or  similar  device)  be  adopted  directly  the  new 
firm  starts,  confusion  must  arise.  And  with  the  best  intentions  mistakes 
will  occur,  and  it  is  not  difficult  to  foresee  that  upon  settlement  of  accounts 
the  question  of  discount  must  be  again  affected. 

F.  took  W.  into  partnership,  the  latter  to  have  three-tenths  profit.  On 
a  schedule  attached  to  the  deed  of  partnership  was  a  list  of  debtors, 
amounting  in  total  to  £576.  That  total  was  arrived  at,  after  taking  the 
gross  sum  of  the  debts  and  making  allowance  for  probable  bad  debts  and  an 
average  of  3|  per  cent  for  discounts.  F.  guaranteed  the  firm  also  against 
loss  upon  a  second  deed.  The  debts  realised  ultimately  £603.  W.  will 
participate  in  the  excess  amount  of  £27,  to  the  extent  of  three-tenths  of 
same. 

0.,  L.,  and  J.,  equal  partners,  finding  that  a  great  number  of  acceptances 
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(bills  payable)  are  immediately  falHng  due,  and  having  insufficient  cash  to 
meet  them,  arrange  by  deed  that  J.  shall  bring  into  the  business  certain 
stocks  and  shares  and  then  dispose  of  them.  Not  only  must  the  agreement 
state  that  the  stocks  and  shares  are  to  be  accepted  as  an  addition  to  J.'s 
capital,  but  it  should  also  state  the  value  at  which  they  are  to  be  brought 
in,  otherwise  the  realised  value  is  aU  that  could  be  credited  to  J.  And  this 
would  be  manifestly  unjust  if  such  a  fcjrced  sale  would  have  been  un- 
necessary to  J.  except  from  a  business  point  of  view. 

There  is  a  further  possibility  in  the  last-mentioned  matter  which  might 
affect  the  decision  given.  Thus :  J.  brought  in  his  shares  without  any  value 
having  been  quoted  in  the  deed  which  provided  for  the  addition  to  his 
capital.  He  himself  had  valued  them  at  £1765,  and  this  same  sum  he 
credited  to  his  capital  and  debited  to  the  "  Stock  and  Shares  Account." 
Before  selling  them,  it  became  necessary  under  the  firm's  usual  circum- 
stances to  draw  up  a  Balance  Sheet,  and  that  same  value  appeared  thereon, 
and  the  Balance  Sheet  was  duly  signed  by  O.,  L.,  and  J.  The  firm  have 
accepted  the  valuation  of  £1765 ;  any  loss  arising  must  now  ultimately  be 
debited  equally  to  O.,  L.,  and  J.  The  latter  cannot  be  exempt  from  his  share 
of  loss  except  by  express  agreement. 

In  a  deed  of  partnership  between  W.,  P.,  and  A.  it  was  stated  that  the 
division  of  profits  should  be  respectively,  one-half,  four-fourteenths,  and 
three -fourteenths.  At  the  end  of  the  first  year  a  loss  was  made.  No 
mention  was  made  in  the  deed  of  any  division  of  loss.  Nevertheless  the 
loss  will  be  divided  as  any  profit  would  have  been. 

An  agreement  was  entered  into  between  the  firm  of  X.,  Y.,  Z.,  and  Co.,  of 
the  first  part,  and  an  individual.  P.,  of  the  second  part,  whereby  the  latter 
agreed  to  transact  certain  business  on  behalf  of  both  parties.  By  a  further 
clause  in  the  deed  it  was  stated  that  the  profits  should  be  "  divided  equally." 
In  several  further  clauses  the  words  "the  firm  of  the  first  part"  were 
used.  The  result  of  the  transactions  was  a  profit  of  £542 :  10 : 6.  P.  is 
entitled  to  £271:5:3. 

A.  and  Z.  were  partners  in  a  London  house  of  business,  and  had  two 
branches,  one  at  Liverpool  and  one  at  Bristol.  Under  deed  they  shared 
equally  in  the  profits  of  the  London  house.  Of  the  Liverpool  branch  A. 
was  to  have  seven-tenths  and  Z.  three-tenths,  and  of  the  Bristol  branch  A. 
was  to  have  two-fifths  and  Z.  three-fifths.  Of  the  capital  A.  was  to  produce 
£25,000,  and  Z.  £20,000,  each  being  entitled  to  5  per  cent  interest.  A. 
was  allowed  to  draw  £100  per  month  and  Z.  £80  per  month,  neither  to  be 
charged  interest  upon  these  drawings.  £42,000  was  spent  during  the  first 
year  upon  stocking  the  London  warehouse.  Upon  furniture  and  fittings,  as 
follows:  at  London  £310,  at  Liverpool  £185,  and  at  Bristol  £110.  During 
the  first  twelve  months  London  supplied  Liverpool  with  goods  charged  out 
at  £6502,  and  Bristol  with  goods  charged  out  at  £4869.  London's  other 
sales  for  the  twelve  months  were:  (a)  for  cash,  £17,920,  and  (h)  on  credit 
£21,863  : 1 : 9.  At  the  end  of  the  year  £5321 : 7  : 8  of  these  last  sales 
remained  unpaid  by  the  debtors,  Liverpool  had  remitted  £5475  to  London, 
and  Bristol  £4811.  At  Liverpool  and  Bristol  the  sales  respectively  were 
£6791  and  £5816,  being  entirely  for  cash,  and  at  the  end  of  the  year  the 
value  of  stock  left  over  was  at  Liverpool  £327,  and  at  Bristol  £235.  The 
balances  of  cash  at  bank  were  at  Liverpool  £677,  and  at  Bristol  £610.  The 
remainder  of  the  cash  had  been  spent  at  both  branches  upon  the  expenses, 
and  at  the  end  of  the  year  Liverpool  owed  for  outstanding  expenses  £38, 
and  Bristol  £19.  All  the  furniture  and  fittings  are  to  be  reduced  5  per 
cent.     At  London  the  value  of  stock  at  the  end  of  the  year  was  £292. 
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The  London  expenses  paid  during  the  year  were  £1768 : 9 :  11,  and  a 
further  £171  remained  unpaid  for.  The  London  bank  pass-book  showed  a 
balance  to  the  credit  of  the  firm  of  £43,638 :  14 : 2,  the  outstanding  cheques 
amounting  to  £129 :  10s.  Both  partners  had  drawn  in  accordance  with  the 
deed. 

The  following  would  be  the  accounts : — 


Liverpool  Branch  Accounts 
London  Office  Account 


To  Cash 
,,  Balance 

£        s.      d. 
5475     0     0 
1027     0     0 

6502     0    0 

By  Goods 

By  Balance     . 

;£      s.     d. 
6502    0    0 

6502    0    0 

1027     0     0 

Goods  Account 


To  London  Office     . 
„  Gross  Profit 

£      s.     d. 

6502    0    0 

616     0     0 

By  Cash 
,,  Stock 

£       s.     d. 

6791    0    0 

327    0    0 

7118     0     0 

7118    0    0 

To  Stock 

327     0     0 

Cash  Account 


To  Sales 


To  Balance 


£ 
6791 

s. 
0 

d. 
0 

6791 

0 

0 

677 

0 

0 

By  Furniture 
,,  London  Office 
,,   Expenses  . 
,,   Balance 


£ 

s. 

d. 

185 

0 

0 

5475 

0 

0 

454 

0 

0 

677 

0 

0 

6791 

0 

0 

Furniture  Account 


To  Cash  . 

£       s.    d. 
185     0    0 

By  Depreciation     . 
,,  Balance     . 

£      s.    d. 

9    5    0 

175  15    0 

185    0    0 

185    0    0 

To  Balance     . 

175  15    0 

Outstanding  Expenses  Account 


By  Balance  owing 


£     s.   d. 
88    0    0 
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Profit  and  Loss  Account 


To  Cash  Expenses     . 
,,  Outstanaing  Expenses 
,,  Depreciation    of    Furniture 

and  Fittings     . 
„  Profit— 

A.,  ^5  £80     6     6 

Z.,  ^  34     8    6 


£       «. 

454     0 

38     0 

d. 
0 
0 

9     5 

0 

114  15 

0 

616     0 

0 

By  Gross  Profit 


£     s.     (?. 
616    0    0 


616     0     0 


Balance  Sheet  at  End  of  First  Year 


Creditors,  viz. — 
London  Office 
For  Expenses 

Liabilities 

£80    6 
34     8 

6 
6 

£      s. 

1027     0 
38     0 

d. 

0 
0 

Cash 
Stock      . 
Furniture 

Assets 

£      s. 
677    0 
327    0 
175  15 

d. 
0 
0 
0 

A.'s  Capital 
Z.'s        „ 

1065     0 
114  15 

0 
0 

1179  15 

J 

1179  15 

0 

Bristol  Branch  Accounts 
London  Office  Account 


To  Cash 
,,  Balance 

£         s.     d. 

4811     0     0 

58     0     0 

By  Goods 
By  Balance 

£        s.    d. 
.      4869     0     0 

4869     0     0 

4869     0     0 

58    0    0 

Goods  Account 


To  London  Office    . 
,,  Gross  Profit 

£       s. 
4869     0 
1182     0 

d. 
0 
0 

By  Cash 
,,    Stock 

£       s.    d. 

5816     0     0 

235     0    0 

6051     0 

0 

.       6051     0     0 

To  Stock 

235     0 

0 

Cash  Account 


To  Sales 


To  Balance 


£ 
5816 

s. 
0 

(I. 
0 

5816 

0 

0 

610 

0 

0 

By  Furniture 
,,    London  Office 
,,    Expenses  . 
, ,    Balance 


£ 

s. 

d. 

110 

0 

0 

4811 

0 

0 

285 

0 

0 

610 

0 

0 

5816 

J_ 

J 
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To  Cash  . 

£        s.    d. 
110     0     0 

By  Depreciation 
,,    Balance     . 

£     s.     d. 

5  10     0 

104  10     0 

110     0     0 

110    0     0 

To  Balance 

104  10     0 

i  By  Balance  owing 
Profit  and  Loss  Account 


Balance  Sheet  at  End  op  First  Year 


£,      8.    d. 

19    0    0 


£       s. 

d. 

£         s.     d. 

To  Cash  Expenses   . 

285     0 

0 

By  Gross  Profit 

1182     0     0 

,,  Outstanding  Expenses 

19     0 

0 

,,  Depreciation   of  Furniture 

and  Fittings  . 

5  10 

0 

„  Profit— 

A.,  |.        .    £349     0     0 

Z.,i.         .       523  10    0 

872  10 

0 

1182    0 

0 

1182    0     0 

Liabilities 


Creditors,  viz. — 
London  Office 
For  Expenses 


A.'s  Capital 
Z.'s 


£349    0     0 
523  10    0 


£       s. 

d. 

58     0 
19     0 

0 
0 

77     0 

0 

872  10 

0 

949  10 

_0 

Assets 


Cash 
Stock      . 
Furniture 


London  Office  Accounts 
Liverpool  Branch  Account 


Bristol  Branch  Account 


£  s.  d. 

610  0  0 

235  0  0 

104  10  0 


949  10  0 


To  Goods 

£         (.     d. 

6502    0     0 

6502    0    0 

By  Cash 
,,    Balance     . 

£       s.    d. 
5475     0     0 
1027     0    0 

6502    U     0 

To  Balance     . 

1027     0     0 

To  Goods 

£       8.    d. 
4869     0    0 

By  Cash 
,,    Balance     . 

£       s.    d. 

4811     0     0 

58     0     0 

4869    0     0 

4869     0     0 

To  Balance 

...            58     0     0 
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Goods  Account 


To  Gash  Purchases 
„  Gross  Profit 


To  Stock 


&  s.    d. 

42,000    0    0 

9,446     1     9 


51,446     1     9 


292     0     0 


By  Liverpool  Branch 
,,   Bristol  ,, 

,,   Cash  Sales 
,,  Credit  Sales 
,,  Stock 


£ 

6,502 

4,869 

17,920 

21,863 

292 


51,446     1     9 


Sundry  Debtors 


To  Goods 


To  Balance 


£  s.    d. 

.     21,863     1     9 


21,863     1     9 


5321     7     8 


By  Cash 
,,   Balance 


£  s.  d. 

16,541  14  1 

6,321     7  8 

21,863     1  9 


Furniture  Account 


To  Cash  . 


To  Balance 


£        s.    d. 
310     0     0 


310     0     0 


294  10     0 


By  Depreciation 
,,    Balance     . 


£  s.  d. 

15  10  0 

294  10  0 

310  0  0 


Cash  Account 


To  A.'8  Capital 
,,  Z.'s        ,, 
,,  London  Cash  Sales 
,,  Liverpool  Branch 
,,  Bristol  ,, 

,,  London  Dehtors . 


To  Balance 


£ 

25,000 

20,000 

17,920 

5,475 

4,811 


16,541  14 
89,747  14     1 


43,509     4     2 


By  London  Purchases 
,  ,,       Furniture 

,  A.'s  Drawings  . 
,  Z.'s        „ 
,   London  Expenses 
,  Balance     . 


£  s.  d. 

42,000  0  0 

310  0  0 

1,200  0  0 

960  0  0 

1,768  9  11 

43,509  4  2 

89,747  14  1 


Outstanding  Expenses  Account 


By  Balance     . 


£      s.    d. 
171    0    0 


A's  Capital  Account 


To  Drawings  . 
„  Balance 

£       'Is.    d. 

1,200     0     0 

.     27,670  10  11 

By  Cash 

,,   5  per  cent  Interest     . 

„   i  Profit      . 

By  Balance     . 

£  s.  d. 
.  25,000  0  0 
.  1,250  0  0 
.       2,620  10  11 

28,870  10  11 

28,870  10  11 
.     27,670  10  11 
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Z.'s  Capital  Account 


To  Drawings 
,,  Balance 


£ 

960 
22,660 

s. 

0 

10 

d. 

0 

11 

23,620 

10 

11 

By  Cash 

,,   5  per  cent  Interest 

„   A  Profit      . 


By  Balance     . 
Profit  and  Loss  Account 


i£          s.  d. 

20,000     0  0 

1,000     0  0 

2,620  10  11 

23,620  10  11 

22,660  10  11 


To  Cash  Expenses  . 
,,   Outstanding  Expenses 
, ,   Depreciation  of  Furniture  , 
,,       Interest  on  Capital — 


A. 
Z. 

£1250  0  0 
1000  0  0 

rofit — 
A.,i 

£2620  10  11 
2620  10  11 

£ 
1768 
171 
15 

s. 

9 

0 

10 

d. 

11 

0 

0 

2250 

0 

0 

5241 

1 

10 

9446 

1 

_9 

By  Gross  Profit 


Balance  Sheet  at  End  of  First  Year 


£         s.    d. 
9446     1     9 


9446     1     9 


Liabilities 

Creditors  for  Expenses    . 

A. 's  Capital    .  £27,670  10  11 

Z.'s      „  .      22,660  10  11 


£ 
171 

s.    d. 
0  0 

50,331 

1  10 

50,502 

1  10 

Assets 


Cash 

Trade  Debtors 

Liverpool  Branch 

Bristol  , , 

Stock      . 

Furniture 


£  s.  d. 

43,509  4  2 

5,321  7  8 

1,027  0  0 

58  0  0 

292  0  0 

294  10  0 

50,502  1  10 


General  Balance  Sheet — London,  Liverpool,  and  Bristol 


Liabilities 

Creditors  for  Expenses   . 
A.'8  Capital    .  £28,099  17     5 
Z.'s       ,,         .      23,218     9     5 


£ 
228 


51,318     6  10 


51,546     6  10 


Assets 


Cash 

Trade  Debtors 
Stock      . 
Furniture 


£          8.  d. 

44,796    4  2 

5,321     7  8 

854     0  0 

574  15  0 

51,546     6  10 


E.  admitted  0.  into  partnership  on  Ist  January  1903,  the  latter  to 
produce  £4050.  Of  this  sum  £1025  was  to  be  paid  for  a  f  ths  share  of 
E.'s  profits,  calculated  as  being  1\  year's  purchase  of  past  average  of  such 
profits.  £3025  was  therefore  to  be  introduced  as  O.'s  capital.  E.  was  to 
leave  in  the  business  f  ths  of  the  purchase  money  paid  by  0.,  which  sum, 
together  with  the  capital  he  previously  had,  brought  up  his  capital  to  half 
as  much  again  as  that  of  0.  E.'s  position  immediately  before  admitting  0. 
was  as  under : — 


Due  to  Creditors 
Capital  (K's) . 


£   s. 

382  0 

3768  15 

d. 
0 
0 

4150  15 

0 

Cash 

Debtors  (Trade) 

Stock-in-Trade 


£       s.  d. 

1383  11  8 

1967    8  4 

800    0  0 

4150  15  0 
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K.*8  and  O.'s  Balance  Sheet  upon  commencement  of  their  partnership  was 
as  under,  and  E.'s  average  annual  (past)  profits  were  £2186:13:4;  for 
because  £1025  represented  fths  of  one  and  a  quarter  year's  profits,  there- 
fore £2733 :  6 : 8  represents  the  whole  of  one  and  a  quarter  year's  profits, 
and  therefore  R's  average  annual  profit  was  as  stated  above,  £2186  :  13  : 4. 


R'S    AND    O.'s. 

Balance  Sheet — 1st 

January 

1903 

Liabilities 

Due  to  Creditors     . 

R's  Capital    .... 

O.'s 

£       s.    d. 

382    0    0 

4537  10    0 

3025     0     0 

Cash 
Debtors  . 
Stock      . 

Assets 

£       s. 

5177    6 

1967    3 

800    0 

d. 
8 
4 
0 

7944  10     0 

7944  10 

0 

A.,  B.,  and  C.  enter  upon  a  venture  in  cycles.  The  agreement  stated  that 
the  profits  were  to  be  divided:  A.  one-half,  B.  one-eighth,  and  C.  three- 
eighths.  A.  purchased  the  cycles  on  4th  May  1903  for  £4500.  B.  shipped 
them  on  same  date  at  a  cost  of  £422.  C,  who  was  in  New  Zealand,  sold  all 
the  cycles  by  4th  October  1903  for  £5937,  paying  all  expenses  of  £302  by 
same  date.  He  gives  by  agreement  interest  to  A.  and  B.  at  the  rate  of  5 
per  cent  per  annum,  retains  his  share  of  the  profits,  and  remits  the  balance 
to  London. 

Cycles  (Trading  and  Profit  and  Loss)  Account 


To  Purchases  (A. )  . 

,,  Shipping  (B.)  . 
,,  Expenses  (Cash) 
.,  Interest  (A.) 

„       „        (B.)  . 

„  Profits  (A.,  J)  . 

(B.,  i)  . 

(C,  §)  . 


£305 
76 


228  18 


£ 

s. 

d. 

4500 

0 

0 

422 

0 

0 

302 

0 

0 

93 

15 

0 

8 

15 

10 

610 

9 

2 

5937 

0 

0 

By  Sales  (Cash) 


£         s.    d. 
5937     0     0 


5937     0     0 


Cash  Account  (New  Zealand) 


To  Cycles  Sale 


£         8.    d. 
5937     0    0 


5937     0     0 


By  Expenses  paid   . 
, ,    Remitted  to  London 
,,    Retained  by  C. 


£        s.  d. 

302    0  0 

5406     1  7 

228  18  5 

5937     0  0 


Cash  Account  (London) 

To  Received  from  New  Zealand 

£        s.    d. 

5406    1    7 

By  Paid  A.      . 
,,      ,,     B.      . 

£        s. 

4898  19 

507     2 

d. 
7 
0 

5406     1     7 

5406     1 

_7 

A.'s  Capital  Account 


To  Cash  . 

£       s.      d. 
4898  19     7 

By  Purchases  of  Cycles  . 

„    Interest,  5  per  cent  on  above 

for  5  months  . 
„   i  Profit      .... 

£       $. 
4500    0 

93  15 
305     4 

d. 
0 

0 
7 

4898  19     7 

4898  19 

_7 
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To  Cash 


£,        s.    d. 
507     2     0 


507     2    0 


By  Cost  of  Shipping 

,,    Interest,     5    per    cent    on 

above  for  5  months 
„   ith  Profit  .... 


£ 

8. 

d. 

422 

0 

0 

8 

15 

10 

76 

6 

2 

507 

2 

0 

S.  and  T.  enter  upon  a  venture  in  horses.  T.  is  to  supply  £2000  at  5  per 
cent  simple  interest,  and  S.  is  to  manage  the  venture  at  a  salary  of  £400 
per  annum.  Profits  or  losses  to  be  divided  equally.  At  the  end  of  18 
months  S.  and  T.  agreed  together  to  sell  all  the  assets  of  the  partnership 
for  £3700,  having  received  an  offer  to  that  effect.  During  the  18  months' 
partnership  S.  had  drawn  out  £525  on  general  account  for  salary,  and  T. 
had  drawn  out  £100  on  account  of  interest  on  capital.  At  the  date  of 
selling  the  assets  there  were  no  partnership  liabilities  except  the  settlement 
of  the  amounts  due  to  S.  and  T. 

Cash  Account  (18  Months) 


To  T.'s  Capital 
, ,  Gross  Profit  at  date  of  Sale 
of  all  Assets  . 


To  Balance 


£ 
2000 

2325 

s. 
0 

0 

d. 
0 

0 

4325 

0 

0 

3700 

0 

0 

3700 

0 

0 

By  S.  for  Salary  drawn  . 
,,    T.  ,,    interest    ,, 
„    Balance  at  date  of  Sale  of 
all  Assets 


By  paid  to  S. 
T. 


&  s.  d. 
525  0  0 
100    0    0 


3700 

0 

0 

4325 

0 

0 

862 
2837 

10 
10 

0 
0 

3700 

0 

0 

Profit  and  Loss  Account 


To  T.  for  Interest,  18  months 
,,  S.  18  months'  Salary. 
,,  4  profit  to  S.       .  £787  10    0 
„  i         „      T.      .     787  10    0 


£ 
150 


s.    d. 
0     0 


600     0     0 


1575     0    0 


2325     0     0 


By  Profit  from  Cash  Account . 


£       s.    d. 
2325     0    0 


2325     0    0 


S.'s  (Salary  and  Capital)  Account 


To  Cash  drawn  for  Salary 

,,  Cash  for  Final  Settlement . 


£       8.  d. 

525     0  0 

862  10  0 

1387  10  0 


By  18  months'  Salary 
„   J  Net  Profit 


£       s.  d. 

600     0  0 

787  10  0 

1387  10  0 


T.'s  Capital  Account 


To  Cash  drawn  for  Interest 
,,   Cash  for  Final  Settlement. 


£       s. 

100    0 

2837  10 


2937  10     0 


By  Cash  introduced 

,,    18  months'  Simple  Interest 

„    i  Net  Profit  . 


£       ».  d. 

2000    0  0 

150    0  0 

787  10  0 

2937  10  0 
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On  the  1st  January  1902,  M.,  N.,  O.,  and  P.  (equal  partners)  had  capitals 
respectively  £8100,  £7680,  £6345,  and  £5985,  bearing  interest  at  the  rate 
of  5  per  cent  per  annum.  O.  died  on  27th  November  1902,  and  by  the 
deed  of  partnership  he  was  entitled  to  share  that  year's  profits  proportion- 
ately to  the  date  of  death.  Also  his  capital  was  to  be  credited  with  5  per 
cent  interest  on  those  profits  from  date  of  death  to  31st  December  1902. 
At  the  end  of  the  year  in  which  occurred  the  death  of  any  one  of  the 
partners  a  goodwill  was  to  be  put  upon  the  partnership  books  equal  to  a  sum 
of  one  and  five-eighths  of  that  particular  year's  net  profits,  which  net  profit 
was  to  be  the  sum  arrived  at  before  charging  against  the  profits  the  share 
due  to  the  deceased  partner,  and  before  charging  interest  on  the  deceased 
partner's  share  from  date  of  death  to  3l8t  December  of  the  same  year.  On 
the  31st  December  1902  the  firm's  creditors  amounted  to  £345,  the  debtors 
to  £1479,  stock-in-trade  £9007,  freehold  £15,000,  cash  £2034,  plant  and 
machinery  £4000,  and  vans  and  horses  £411.  The  profit  of  1902  was 
ascertained  to  be  £3476,  before  charging  interest  on  capitals,  and  before 
reducing  the  plant  and  machinery  and  the  vans  and  horses  by  10  per  cent 
each,  and  before  writing  off  4  per  cent  from  the  debtors  for  discount 
reserve,  all  of  which  has  to  be  done. 

Profit  and  Loss  Account — 31st  December  1902 


To  Interest  on  Capital,  M. 

„        N.       , 

O.       . 

„        P.       . 

Depreciation  of  Plant,  etc. 

,,  Vans,  etc. 

Discount  Reserve 

Balance      .        .        .        , 


Amount  of  0.  's  Proportion 
84  days'  Interest  on  same 
i  remainder  to  M.  . 

N.   .        . 

P.    .        . 


£ 

s. 

d. 

405 

0 

0 

384 

0 

0 

317 

5 

0 

299 

5 

0 

400 

0 

0 

41 

2 

0 

59 

3 

2 

1570 

4 

10 

3476 

0 

0 

356 

0 

0 

1 

13 

0 

404 

3 

11 

404 

4 

0 

404 

3 

11 

1570 

4 

10 

By  Balance 


By  Balance 


£       s.    d. 
3476    0    0 


3476    0    0 


1570    4  10 


1570    4  10 


Balance  Sheet — SIst  December  1902 


Liabilities 


Trade  Creditors 
Executors  of  0. 
M.  's  capital    . 
N.'s    „ 
P.'s    .. 


£   s. 

d. 

345  0 

0 

7,657  16 

2 

9,547  2 

1 

9,106  2 

2 

7,326  7 

1 

83,982  7 

6 

Cash 

Debtors  (net) 
Stock      . 
Freehold 
Plant,  etc. 
Vans,  etc. 
Goodwill 


Assets 


&        s.  d. 

2,034     0  0 

1,419  16  10 

9,007     0  0 

15,000    0  0 

3,600    0  0 

369  18  0 

2,551  12  8 


33,982    7     6 


G.  and  H.  agreed  to  import  a  number  of  foreign  sewing  machines,  and 
to  enter  into  a  partnership  sharing  profits  according  to  the  proportions  of 
cash  found  by  each.  G.  introduced  £1000  and  H.  £600  (both  without 
interest).  The  purchase  of  the  machines  cost  £1325,  and  further  expenses 
in  connection  therewith  £175.     Certain  of  the  machines  sold  for  £1284, 
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and  those  unsold  were  taken  over  by  H.  for  £256.  The  partnership  was 
then  dissolved,  and  there  being  no  debts  except  as  between  G.  and  H.,  the 
result  was  that  G.  took  out  £1025,  and  H.  £359  (and  the  remainder  of  the 
machines). 

Cash  Account 


To  G.'s  Capital 
„  H.'s       „ 
,,  Sale  of  Machines 


£ 

*. 

d. 

1000 

0 

0 

600 

0 

0 

1284 

0 

0 

2884 

0 

0 

By  Cost  of  Machines 
,,    Expenses   . 
,,    G.'s  Repayment 
.,    H.'s 


Machines  Account 


£  s.  d. 

1325  0  0 

175  0  0 

1025  0  0 

359  0  0 


2884     0     0 


To  Cash,  Cost 
,,      ,,      Expenses 
,,  Profit  to  G. 

•  1  •!  H. 


& 

s. 

d. 

1325 

0 

0 

175 

0 

0 

25 

0 

0 

15 

0 

0 

1540 

0 

0 

By  Cash  for  Sales    . 
,,  Taken  over  by  H. 


£        s.    d. 

1284     0     0 

256     0     0 


1540    0    0 


G.'s  Capital  Account 


To  Cash  Repayment 


£        s.    d. 
1025     0     0 


1025     0     0 


By  Cash  introduced 
„    Profit 


&  s.  d. 

1000  0  0 

25  0  0 

1025  0  0 


H.'s  Capital  Account 


To  Machines  taken  over  . 
,,   Cash  Repayment 


£  s.  d. 

256  0  0 

359  0  0 

615  0  0 


By  Cash  introduced 
,,    Profit 


£  s.  d. 

600  0  0 

15  0  0 

615  0  0 


Eealisation  of  Partnership  Accounts 

For  varying  reasons,  during  or  at  the  end  of  the  term  of  a  partnership 
it  is  frequently  necessary  to  reahse  the  assets  and  settle  the  partnership 
accounts. 

The  rules  of  account  work  should  be  followed  as  hereunder : — 

(1)  Draw  and  adjust  a  Balance  Sheet  to  the  date  of  such  realisation 
and  winding-up. 

(2)  Open  a  Eealisation  of  Assets  Account,  and  (a)  debit  the  same  with 
the  book  value  (i.e.  that  value  arrived  at  by  drawing  the  aforementioned 
Balance  Sheet)  of  all  assets;  (h)  credit  the  same  with  the  actual  cash 
realised  upon  sale  of  all  assets,  (c)  The  balance  of  the  account  is  now  to  be 
dealt  with  as  though  it  were  a  Profit  and  Loss  Account  of  the  firm,  and 
should  there  have  been  other  matters  whereby  transactions  were  being 
undertaken  during  the  winding-up,  resulting  in  profits  or  losses,  the  balance 
of  Eealisation  of  Assets  Account  should  be  transferred  to  Profit  and  Loss 
Account. 

(3)  The  necessary  adjustments  having  been  made  through  the  Capital 
Accounts,  the  figures  will  indicate  the  amounts  due  to  or  by  each 
partner. 
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First  Illustration  of  Realisation 

A.  with  fths,  and  B.  with  fths,  share  of  profits  had  capitals  oq 
Ist  January  1902  respectively  £13,626  and  £9284.  They  wound  up  on 
3l8t  December  1902,  having  drawn  during  that  year,  A.  £526,  and  B.  £278. 
The  creditors  at  the  end  of  the  year  stood  at  £2300,  and  the  assets  realised 
£21,700  (being  |ths  of  the  book  value).  Each  partner  is  entitled  to  5 
per  cent  interest  on  capital  to  date  of  dissolution,  and  the  deed  stated  that 
no  interest  was  chargeable  on  drawings  up  to  a  limit  which  neither  had 
exceeded.  The  Balance  Sheet,  which  was  drawn  on  3l8t  December  1902, 
was  therefore  as  under  (except  that  the  assets  were  duly  specified,  instead 
of  being  shown  in  total  only,  as  here). 


Creditors 
A.^s  Capital 
B.'s        ,, 


£    s. 

2,300  0 

13,330  8 

9,169  12 

d. 
0 
0 
0 

24,800  0 

0 

Assets 


&         s.    d. 
24,800     0     0 


24,800     0     0 


But  as  there  will  be  some  difficulty  in  agreeing  the  above  figures,  I  advise 
that  the  following  working  should  be  checked.  To  the  capitals  of  1st 
January  1902  add  interests,  viz. :  A.  £681 :  68.,  and  B.  £464 :  48. ;  and  from 
the  totals  thus  made  deduct  drawings,  viz. :  A.  £526,  and  B.  £278.  Place 
these  net  figures  into  a  Balance  Sheet,  adding  thereto  creditors  £2300,  and 
show  on  the  asset  side  total  assets  of  £24,800.  A  difference  of  £751 :  lOs. 
will  be  at  once  apparent,  required  on  the  asset  side,  and  this  indicates  a 
business  loss  on  the  year's  working.  This  must  be  divided  proportionately 
between  A.  and  B.,  and  then  the  Balance  Sheet  will  be  as  shown  above.  (It 
will  be  recognised  as  fixed,  that  if  £21,700  represented  |ths  of  the 
book  value  of  the  assets,  £24,800  must  have  been  the  gross  book  value  of 
them.) 

Kealisation  of  Assets  Account 


To  Book  Value  of  Assets 


£ 
24,800 


24,800     0     0 


By  Cash 
,,  |ths   Loss  to  A. 
,,  |ths        ,,        B. 


£  «.  d. 

21,700  0  0 

1,860  0  0 

1,240  0  0 

24,800  0  0 


Cash  Account 


To  Realisation  of  Assets  . 


£         s.    d. 
21,700    0    0 


21,700    0    0 


By  Creditors  . 
,,  Repayment  to  A. 
B. 


£         s.  d. 

2,300     0  0 

11,470     8  0 

7,929  12  0 

21,700     0  0 


A's  Capital  Account 


To  Loss  on  Realisation 
„  Cash  Repayment 


1,860     0     0 
11,470     8    0 

13,330    8     0 


By  Balance 


£         s.    d. 
13,330     8     0 


13,330     8     0 
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To  Loss  on  Realisation 
,,  Cash  Repayment 


£         s. 
1240     0 
7929  12 

d. 
0 
0 

9169  12 

0 

By  Balance 


£        «.    d, 
9169  12    0 


9169  12    0 


Second  Illustration  of  Bealisation 

On  3l8t  December  1902,  X.,  Y.,  and  Z.  had  the  following  respective 
capitals  and  shares  of  profits,  viz. :  £3330,  £4225,  £3762,  and  ^ths, 
i5:fths,  i\ths.  At  that  date  they  sold  their  assets  for  £9177.  They 
owed  their  creditors  £208,  and  Y.  had  advanced  upon  loan  to  the  firm 
beyond  his  capital  £555. 


Balance  Sheet  at  Z\st  December  1902 


Creditors 

Y.'s  Loan 

Capital  (X,  's) 
„  (Y.'s) 
„      (Z.'s) 


£ 

5. 

d. 

208 

0 

0 

555 

0 

0 

3,330 

0 

0 

4,225 

0 

0 

3,762 

0 

0 

12,080 

0 

0 

Assets 


£         s.    d. 
12,080    0    0 


12,080     0     0 


For  it  is  evident  to  all  who  have  a  knowledge  of  accounts,  that  if  the 
liabilities  are  fuUy  stated  in  a  Balance  Sheet  the  assets  must  in  total  agree. 
Moreover,  upon  the  principle  that  the  excess  amount  of  assets  at  any  date 
over  the  liabilities  will  show  the  capital  upon  which  a  business  is  worked, 
so  here  the  excess  of  £12,080  over  the  habilities  of  £208,  plus  £555,  shows 
the  capital  combined,  viz.  £11,317. 

Realisation  op  Assets  Account 


£         s.     d. 

£         s.    d. 

To  Book  Value    . 

12,080    0     0 

By  Cash 

.       9,177    0    0 

, ,  Loss  to  X. 

622     1    4 

M          „       Y. 

.       1,036  15  11 

„      »    z. 

.       1,244     2     9 

12,080     0    0 

12,080    0    0 

Cash  Account 


To  Realisation  of  Assets . 


£        s.    d. 
9177    0    0 


9177    0    0 


By  Creditors 
,,  Y.'s  Loan  . 
, ,  Repayment  to  X. 
Y 


£  s.  d. 

208  0  0 

555  0  0 

2707  18  8 

3188  4  1 

2517  17  3 

9177  0  0 


X.'s  Capital  Account 


To  Loss  on  Realisation 
, ,  Cash  repayment  . 


£ 

s. 

ff. 

622 

1 

4 

2707 

18 

■8 

3330 

0 

0 

By  Balance 


£        s.    d. 
3330    0     0 


3330    0     0 
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To  Loss  on  Realisation 
,,  Cash  Repayment 


£ 
1036 
3188 

8. 

15 

4 

d. 
11 

1 

4225 

0 

0 

By  Balance 


£        s.    d. 
4225     0    0 


4225    0    0 


Z.'s  Capital  Account 


To  Loss  on  Realisation 
,,  Cash  Repayment 


£         s. 
1244  2 
2517  17 

d. 
9 
3 

3762  0 

0 

By  Balance 


£        s.    d. 
8762    0    0 


3762    0    0 


Third  Illustration  of  Realisation 

D.  fths,  and  E.  fths,  partners,  had  deficiencies  of  capitals  on  Slst 
March  1903,  D.  £120,  and  E.  £360.  Their  creditors  were  £2634,  and  agreed 
to  accept  14s.  in  the  £,  payable  at  once.  Their  assets  realised  as  follows : 
debtors  £875  :  12s.  (Hths  of  book  value) ;  stock  £225  (yVths  of  book 
value);  furniture,  fittings,  etc.,  £168:9:4  (-|-ths  of  book  value).  How 
much  must  each  partner  bring  in  to  satisfy  the  creditors  ?  D.  must  produce 
£176  :  16  :  10,  and  E.  £397  :  17  :  10. 

This  can  be  proved  as  follows :  The  book  value  of  the  debtors  was 
£1512 :  8s.,  stock  £425,  and  furniture,  etc.,  £216  :  128. ;  total,  £2154.  The 
loss  on  realisation  is  therefore  £884 :  18  : 8.  Carry  that  to  the  debit  of 
Profit  and  Loss  Account,  which  latter  credit  with  £790  :  4s.,  being  68.  in  the 
£  on  the  amount  foregone  by  the  creditors.  Now  divide  up  the  balance  of 
Profit  and  Loss  Account,  viz.  a  net  loss  of  £56 :  16  :  10  to  D.,  and  a  net  loss 
of  £37  :  17 :  10  to  K,  and  add  to  previous  deficiencies. 


In  the  following  illustrations  it  will  be  seen  how  upon  a  dissolution  of 
partnership,  and  where  one  or  more  of  the  partners  is  unable  to  bring  in 
sufficient  cash  from  his  private  estate  to  meet  a  deficiency  of  his  partner- 
ship balance,  the  other  partners  have  to  make  good  this  loss. 

First  Illustration. — J.,  K.,  L.,  and  M.  had,  on  30th  June  1903,  the 
following  respective  capitals  to  their  credit,  and  the  following  respec- 
tive shares  of  profits  and  losses:  £2613,  £954,  £1172,  £3721,  and  /-g-ths, 
■g^ths,  -^ths,  ^ths.  After  having  paid  their  creditors,  the  assets 
were  sold  and  realised  £2210.  L.  brought  in  all  that  was  due  from  him, 
but  K.,  however,  could  produce  nothing  from  his  private  estate  (that  estate 
being  in  bankruptcy,  and  absolutely  insolvent).  Below  will  be  found  the 
accounts  duly  set  out. 

J.'s  Capital  Account 


To  Loss  on  Realisation  of  Assets 
,,  ^i-sts  share  of  K's  Account . 
„  Cash  Repayment 


£  s. 

1750  0 

15  6 

847  13 


2613     0    0 


By  Balance 


£         s.    d. 
2613     0     0 


2613     0    0 
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K.'s  Capital  Account 


M.'s  Capital  Account 


.273 


&         s.    d. 

£        s.    d. 

To  Loss  on  Realisation  of  Assets 

1000    0    0 

By  Balance     .... 
,,  ^sts    of  Deficiency    trans- 

954    0     0 

ferred  to  J.     . 

15     6     8 

„  ift-sts         „            to  L.      . 

13     2  10 

„  ^sts        ,,            to  M.     . 

17  10     6 

1000     0     0 

1000    0    0 

L.'s  Capital  Account 

To  Loss  on  Realisation  of  Assets 
, ,  ^sts  of  K.  's  Account . 

£,         s.     d. 

1500     0    0 

13     2  10 

By  Balance     .... 
,,  Cash  brought  in  to  settle 
Account 

£ 
1172 

341 

s.    d. 
0     0 

2  10 

1513     2  10 

1513 

2  10 

To  Loss  on  Realisation  of  Assets 
, ,  ^sts  of  K.  's  Account  . 
, ,  Cash  Repayment         . 


£ 

s. 

d. 

2000 

0 

0 

17 

10 

6 

1703 

9 

6 

3721 

0 

0 

By  Balance 


Cash  Account 


£  s.     d. 

3721     0    0 


3721     0     0 


To  Assets  realised 
,,  L.  to  settle  Account  pro- 
duced  .... 


2210 

s. 
0 

d. 
0 

341 

2 

10 

2551 

2 

10 

By  Repayment  to  J. 
M. 


Realisation  op  Assets  Account 


£         s.    d. 

847  13     4 

1703     9     6 


2551     2  10 


To  Book  Value 

£         s.    d. 
8460     0     0 

By  Cash  realised     . 
, ,  -i^ths  loss  to  J. 
„  -i^ths     „       K. 
„  Aths     „        L. 
„  ^ths     ,,       M. 

£ 

2210 
1750 
1000 
1500 
2000 

s. 
0 
0 
0 
0 
0 

d. 
0 
0 
0 
0 
0 

8460    0     0 

8460 

0 

0 

The  further  illustrations  given  below  are  of  a  dissolution  after  payment 
of  all  debts  except  as  between  the  partners  themselves,  and  after  proportions 
of  all  the  business  working  profits  or  losses  have  been  adjusted,  and  are 
subject  only  to  a  due  settlement  of  the  partners'  accounts  inter  se,  and  to 
the  ultimate  disposal  of  the  cash  balance.  Here  is  the  Balance  Sheet 
drawn"  before  such  final  settlement. 


X.'s  Capital  . 

£         s.    d. 
702    0    0 

Cash  Balance .... 
Y.  's  Deficiency  of  Capital 

Zj,  8           ,,            ,,            ,,                     . 

£ 

351 
117 
234 

s.    d, 
0     0 
0    0 
0    0 

702    0    0 

702 

0    0 

Suggestion  (a). — Y.'s  and  Z.'s  private  estates  are  in  bankruptcy  and 
cannot  bring  anything  into  the  business  partnership. 
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Eesult :  X.  must  bear  the  loss  of  both  amounts,  which  reduces  his  capital 
to  £351.     He  then  takes  all  the  cash,  and  the  affairs  are  closed. 

Suggestion  (b). — As  to  whether  suggestion  (a)  would  be  affected  if  the 
partnership  were  an  equal  or  an  unequal  one.     Answer,  no  difference. 

Suggestion  (c). — Equal  partnership.  Z.'s  private  estate  is  insolvent  and 
unable  to  produce  anything  for  the  partnership,  but  Y.'s  estate  can  produce 
all  that  is  required. 

Y.  produces  his  £117,  plus  one-half  of  Z.'s  balance,  viz.  £117,  in  all 
£234.  Charge  X.  with  one-half  of  Z.'s  balance,  reducing  X-'s  capital  to 
£585 ;  the  cash  balance  is  now  £585,  and  X.  takes  it  all. 

Suggestion  (d). — Profits  thus:  X.  ^th,  Y.  f^ths,  Z.  |.  Z.'s  estate 
again  absolutely  insolvent,  but  Y.'s  can  produce  all  that  is  required. 

Y.  produces  his  £117,  plus  f  ths  of  Z.'s  balance,  viz.  £140  :  8s.,  together 
£257 :  8s.  Charge  X.  with  f  ths  of  Z.'s  balance,  viz.  £93  :  12s.,  which 
reduces  his  balance  to  £608  :  8s.,  the  cash  balance  being  now  £608  :  8s.  X. 
takes  it  alL  Percy  Child. 

P/Av. — Contraction  for  Particular  Average. 
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Accountable  Pledges,  definition      .     280 
„  „         how  dealt  with     281 

Acts  relating  to  Pawnbroking  .  275 
Auction  Sales  Book  .  .  277,  281 
Balance  Book  {Daily)  .  .  279,  283 
Bank  Account  ....  282 
Books  required  by  Law  .       280-281 

Branch  Shops  {Accounts  of) .  .  292 
„  „  Stocks  Accov/nts  .  289 
„  „  {Transfers  between)  288 
Cash  from  Branches  .  .  .  289 
Cash  Takings  Book  .  .  278,  282 
Cash  Book  {Head  Office)  .  .  289 
Cash  paid  to  Branches  .         .     289 

Charges,  Pawnbroker^  .         .     293 

Check  on  Stocks  .         .         .         .291 

„  „  Branch  Stocks  .  .  289 
Credit  Sales  Day  Book  .  279,  282 
Daily  Balance  Book  .  .  279,  283 
Daily  Balance  Book,  how  amplified 

for  Branches    .... 
Daily  Balance  Slip 
Daily  Balance  Summary 
Deposits  Forfeited  Book 
Discounts,  how  dealt  vrith 
Eocpenses  {Shop)  Book  . 
Fixtures  Depreciation,  etc. 
Forfeited  Pledges  Book 
Forfeited  Pledges,  Profit  and  Loss 

on  . 
Forfeited  Pledges,  how  dealt  with  . 
Instalment  System 
Lay-by  Goods      .... 


288 

.  288 

.  284 

.  282 

283,  284 

278,  281 

.  293 

278,  281 


281 
283 

282 
282 


Lay-by  Goods  {forfeited),  how  dealt 

with 282 

Lendings,  how  Total  arrived  at     .     280 

Overs  in  Till        .         .         .         .283 

Pawn,  Term  of   .         .         .         .     280 

Pawn-ticket  ....     280 

Petty  Cash  Book  {Head  Office)      .     290 

„        „        „     {Ordinary)      278,  281 

Pledge  Entry  Book       .         .      277,  280 

Pledges  redeemed  .         .      277,  281 

„       Varieties  of     .         .         .280 

Principal,  Cash  from  .         .         .282 

Purchase  Book  for  single  Shop  278,  281 

„      „    Head  Office     .     290 

Bedempti(m  Book         .         .      277,  281 

„  Sheet  for  Branch        .     288 

Total        .         .         .281 


Re- Marking  for  Sale    . 
Sales  Day  Book  . 
Shorts  in  Till 
Simplified  System  for  small 

Business 
Special  Contracts 
Stock  Books 

„     Accounts    . 

„  „       (for  Branches) 

Stock,  Pledge 

„  Sale  . 
Stocktaking 
Transfers  from  Departments 

„         „      Branches 
Unredeemed  Pledges 
Weekly  Instalments 


.     281 
279,  282 
.     284 
Cash 

.     287 

.     280 

.     285 

285-286 

.     289 

285-286 

285-286 

285 

286 

288 

281 

282 


The  business  of  a  pawnbroker  is  one  which  in  its  special  sense,  the  lending 
of  money  on  pledge  or  the  deposit  of  goods,  comes  under  statutory  enact- 
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ment,  and  is  what  may  be  termed  a  "  licensed  trade."  The  principal  Act 
governing  it  is  The  Pawnbrokers  Act  1872  (35  &  36  Vict.  c.  93).  This 
Act  consolidated  (with  amendments)  all  previous  Acts  relating  to  pawn- 
brokers in  Great  Britain,  but  does  not  extend  to  Ireland,  in  which  country 
two  Irish  Acts  of  Parliament,  viz.  26  Geo.  III.  c.  43,  and  28  Geo.  III.  c.  49, 
still  regulate  the  trade.  Another  Act  bearing  upon  the  subject  of  pledges 
made  by  agents  employed  to  seU  only,  but  who  have  exceeded  their  authority 
by  pledging  the  goods  entrusted  to  them  for  sale,  and  repealing  the  whole 
of  the  prior  legislation  on  the  subject,  is  The  Factors  Act  1889  (52  &  53 
Vict.  c.  45),  which  Act  was  afterwards  extended  to  Scotland  by  53  &  54 
Vict.  c.  40. 

By  The  Pawnbrokers  Act  of  1872  such  items  as  "  interest  chargeable 
on  loans  "  and  "  amount  chargeable  for  pawn-tickets  "  are  clearly  defined  and 
governed.  That  Act  also  prescribes  certain  books  of  account  and  forms  of 
pawn-ticket,and  also  regulates  the  pawnbroker's  conduct  in  regard  to  forfeited 
pledges  and  the  manner  of  disposing  of  same.  Many  other  rules  and  regula- 
tions are  also  given  therein  regarding  the  general  conduct  of  his  business 
which,  however,  can  hardly  be  included  in  the  scope  of  this  article.  One 
item,  however,  is  worth  mention,  viz.  that  all  loans  by  a  pawnbroker  of 
more  than  £10  are  exempted  from  the  operation  of  the  Act,  and  a  person 
lending  an  amount  above  £10  is  not  held  to  come  within  the  provisions 
of  the  Act.  In  such  cases  the  ordinary  law  of  contracts  governs  the 
transaction. 

In  devising  a  system  of  accounting  for  this  trade  it  is  necessary  to  base 
the  same  on  the  following  broad  principles : — 

I.  That  a  pawnbroker's  business  consists  always  of  two  departments, 
and  usually  of  three,  viz. : — 

(a)  The  Pledge  Department. — This  is  the  primary  object  of  his  business. 
From  it  he  derives  his  designation,  and  the  profits  therefrom  go  to  make 
up  his  income  in  the  form  of  "  interest  on  loans  "  and  "  ticket-money." 

(&)  The  Pledge-Sale  Department. — This  department  deals  with  pledges 
unredeemed,  and  records  profits  or  loss  in  connection  therewith. 

(c)  The  General  Sales  Department. — In  this  section  of  his  accounts  his 
transactions  in  the  buying  and  selling  of  ordinary  saleable  goods  are 
recorded,  such  goods  generally  comprising  jewellery  and  miscellaneous  articles. 

II.  That  a  pawnbroker's  stocks  being  usually  of  a  valuable  nature 
necessitates  a  system  which  shall  impose  an  absolute  and,  as  far  as  possible, 
continuous  check  on  the  same. 

III.  That  such  a  system  of  accounting,  to  work  advantageously,  should 
allow  of  the  pawnbroker  daily  balancing  his  incomings  and  outgoings,  and 
should  likewise  enable  him  to  periodically  summarise  them,  at  the  same  time 
keeping  the  two  or  three  branches  of  his  business  separately  recorded. 

IV.  That  such  a  system  should  provide  for  an  easy  method  of  incorporat- 
ing the  results  of  several  single  establishments  in  the  account  books  of  a 
head  of&ce.  This,  of  course,  has  reference  to  the  growing  practice  of  establish- 
ing limited  liability  companies  with  a  number  of  branches  for  carrying  on  a 
pawnbroking  business.  It  also  applies  to  large  pawnbroking  firms  with 
branches. 

Based  on  these  four  broad  principles,  the  plan  largely  adopted  is  the 
following : — 

(A)  Books  are  provided  in  each  department  for  recording  all  current 
transactions,  and  a  book  instituted  for  recording  daily  a  summary  of  the 
same  duly  balanced,  such  book,  when  written  up,  containing  the  summarised 
and  balanced  records  for  any  given  period. 
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The  departmental  books  are  as  follows : — 

(1)  Pledge  Department. — This  department,  except  in  some  small  busi- 
nesses, is  usually  separated  from  the  general  sales  section  of  the  business, 
and  is  placed  in  charge  of  a  special  assistant,  whose  duty  it  is  to  receive 
pledges  at  his  counter,  and  after  valuation  lend  a  sum  on  the  deposit  of  the 
same.  On  the  other  hand,  he  receives  all  money  paid  in  on  the  redemption 
of  goods,  with  the  accrued  interest  on  such.  From  the  books  of  this  section 
of  the  business  we  require  in  short  the  following  daily  totals,  viz. : — 

The  total  amount  lent  on  pledges. 

The  total  amount  of  redemptions. 

The  total  amount  of  ticket-money  received. 

The  specific  books  of  account  for  furnishing  this  information  kept  in  this 
department  are : — The  Pledge  Books  (ordinary  or  special).  The  Redemp- 
tions Book. 

(2)  The  Pledge- Sale  Department. — This  section  of  the  pawnbroker's 
business  accounts,  on  the  one  hand,  for  all  pledges  left  on  the  pawnbroker's 
hands  on  the  expiration  of  term  of  pawn,  and  records  how  the  same  are 
dealt  with,  with  details  of  ensuing  profit  or  loss  on  the  realisation.  The 
following  daily  or  periodical  totals  are  required  from  this  department, 
viz.: — 

The  amount  lent  on  pledges  forfeited. 

The  amount  for  which  unredeemed  pledges  are — 

(1)  Transferred  to  the  pawnbroker's  Sale  Department ; 

(2)  Sold  by  auction. 

The  profit  on  the  transaction. 

The  loss  on  the  transaction. 

The  books  furnishing  this  information  are : — The  Auction  Sales  Book 
(for  forfeited  pledges  over  10s.).  The  Unredeemed  Pledge  Book  (for  forfeited 
pledges  not  exceeding  lOs.). 

(3)  The  General  Sales  Department. — From  this  section  of  the  business 
we  require  summarised  totals  under  the  following  heads: — Petty  Cash 
Expenditure.  Credit  Purchases.  Cash  Purchases.  Discount  allowed  to 
Debtors.  Cash  received  from  Debtors.  Cash  Sales  (gross).  Cash  Sales 
(cost).  Credit  Sales  (gross).  Credit  Sales  (cost).  Profit  on  Sales.  Deposits 
forfeited  (on  goods  laid  by). 

The  following  books  of  account  in  this  department  supply  us  with  the 
required  daily  or  periodical  totals,  viz.: — Petty  Cash  Book.  Purchase 
Book.  Cash  Takings  Book.  Credit  Sales  Day  Book.  Deposits  Forfeited 
Book. 

This  completes  the  list  of  necessary  books  of  account  for  recording 
each  day's  current  business,  with  the  exception  of  a  "  Principal's  Cash  Book  " 
for  entering  up  amounts  paid  in  to  or  drawn  out  of  the  business  and  cheques 
paid  to  creditors  for  credit  purchases,  or  special  items  of  expense  not  belong- 
ing to  any  of  the  above-mentioned  departments. 

For  the  purpose  of  incorporating  all  the  totals  of  receipt  and  expenditure 
making  up  the  pawnbroker's  daily  business  a  book  is  provided  called  "  The 
Daily  Balance  Book,"  which  enables  each  day's  cash  transactions  to  be 
properly  recorded  and  balanced  in  total,  at  the  same  time  showing  a  com- 
plete analysis  of  all  the  transactions  as  is  necessary  for  the  purpose  of 
keeping  a  needful  check  on  all  the  departments  as  well  as  on  the  stocks. 

(B)  Up  to  this  we  have  made  provision  for  recording  all  the  pawn- 
broker's daily  transactions.  To  enable  him  to  get  out  his  periodical 
Trading  and  Profit  and  Loss  Account,  and  to  easily  construct  his  Balance 
Sheet  on  any  given  date,  he  will  require  the  following  additional  books : — 
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Stock  Books  (showing  all  goods  at  cost)  for  the  beginning  and  end  of  the 
period.  Bought  Ledger  containing  records  of  all  accounts  with  purchase 
creditors.  Sales  Ledger  for  Sales  debtors.  Private  Ledger  for  the  final 
accounts. 

It  is  now  proposed  to  give  rulings  for  the  several  books  of  account 
already  mentioned,  and  to  show  by  means  of  connecting  signs  (alphabetical) 
the  embodiment  of  the  totals  of  the  several  books  of  account  in  the  Daily 
Balance  Book.  We  will  then  proceed  to  discuss  in  turn  the  individual 
items  making  up  the  whole  scheme  of  accounts. 

The  Pledge  Book. 


4 

II 

Amount  of  Loan. 

No.  of 

Pledge  in 

Month. 

List  of  Articles 

pawned  as 

described  on 

Ticket. 

Pawner's 

Owner's 
Name, 
if  other 

than 
Pawner. 

Owner's 
Address. 

Name. 

Address. 

£          s.           d. 

(A) 
(B) 

00 
01 
02 
03 
04 

(A)  =  Total  of  loans.     (B)  =  Total  of  ticket-money. 
The  Redemptions  Book. 


Redeemed  the day  of 

••••( )• 

Date  or  Month  of 
Pawning. 

No.  of  Pledge  in  the 
Month. 

Principal. 

Interest  chafed. 

£ 

d. 

(C) 

&             s.              d. 
(D) 

Auction  Sales  Book. 

Public  sale  of  all  accountable  Goods  Pledged  with  Mr 

of and  which  said  Goods  were  forfeited  to  the 

said being  Pledged  or  Pawned  in  the  months 

of and  were  sold  by  Mr 

of Auctioneer. 


i 

to 

a 

1 

Amount  for  which 

k 

Name  of  Pawner. 

Article 
Pawned. 

Amount  of 
Loan. 

Pledge  sold  as 
stated  by 

Auctioneer's 
Initials. 

S 

°s 

o 

Auctioneer. 

O 

g.s 

a 

(G) 
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The  Unredeemed  Pledge  Book 


Date  of 

Pswning. 

No.  of 
Pledge. 

Amount  of 
Loan. 

Written  on. 

Amount  to 

Sale 
Department. 

Written  off. 

Remarks. 

£       <.       d. 

(K) 

£       s.       d. 
(M) 

£       s.       d. 
(L) 

£       «.       d. 

(N) 

The  Petty  Cash  Book 


Date 

Name  or 
Description. 

Address. 

Total 
Expenses. 

Analysis. 

Carriage. 
Stationery. 

1 

! 

02 

1 

1 

£     s.     d. 

(0) 

£  s.  d.\£  s.  d. 

I 
1 

£  s.  d. 

£  s.  d. 

£  s.  of. 

£  5.  d. 

^e  Purchase  Book 


Date. 

Order 

No. 

Invoice 
No. 

Name  or 
Description. 

Address. 

B.  L. 

Folio. 

Credit 
Purchases. 

Cash 
Purchases. 

£       s.        d. 

(Q) 

£       s.      d. 
(P) 

The  Cash  Takings  Book 


Date. 

Discotmts 

allowed  to 

Sundry 

Debtors. 

Cash 
received 

from 
Sundry 
Debtors. 

Folio 

in 
Ledger. 

Details  of  Goods 

sold  for  Cash 

and  Names  and 

Folios  of  Credit 

Payments. 

Laid-by 
Voucher 

No. 

Cash  Sales 
Takings. 

Cash  Sales 
Cost. 

Profit 

£     i.     d. 

(R) 

£    s.    d. 
(S) 

£    s.    d. 

£    s.    d. 
(T) 

£    s.    d. 

(U) 
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(Head  with  Day  and  Date  and  Bule  off  Daily.) 

Name  and  Details. 

Folio. 

Amount  sold 
for. 

Cost  of  Goods. 

Profit. 

£       s.       d. 

(Z) 

£      s.       d. 
(Y) 

£       s.       d. 
(W) 

The  Deposits  Forfeited  Book 


Date. 

Name  and  Voucher  No. 

Amount  Forfeited. 

£          s.          d. 
(X) 

The  Daily  Balance  Book 

Receipts,  etc. 


13 

o 

ll 

1 

2    1 

li 

11 

5« 

.a 
1 

> 
O 

11 

II 
II 

1.- 

1^ 

•sa 

«-3 

1 

&s.d.&s.d. 

£s.  d. 

£  s.  d. 

£s.  d. 

£s.  d. 

£  s.  (Z. 

£  s.  cf. 

£  s.  d. 

&s.d. 

£  s.  d 

£  s.  d. 

£  s.  d. 

£  s.  d. 

i^ 

^4 

c 

S 

D 

B 

T 

u 

I 

G 

1  s  s 

Y 

w 

M 

K 

X 

m  s. 

U) 

(f) 

(5) 

(4) 

(5) 

{6) 

(7) 

(5) 

(9) 

(iO) 

m 

(i^) 

{13) 

Payments,  etc. 


■3  "a 


^.e 


55 


5  §  2-S 


2^ 


§1 
8° 

5^ 


£  s.  d. 


£  s.  d. 


£s.  d. 


£  «.  d. 

L 
P 

Q 


£  s.  d. 


£  s. 


£  s.  d. 


£«.  d. 


(i)         {2)       (5)         (.#)  (5)         (6)         (7)       (5) 


£  s.  d.  £  s.  d.  £  s.  d.  £  s.  d.  £  s.  d. 

o 

§-« 
•Is 


(9)     (iO)    (ii)    {IS)  (IS) 


£s.d. 


iU) 
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Ordinary  Stock  Book 


Fledge  No.  or  Remarka. 

Cost 

Pledge  No.  or  Remarks. 

Cost. 

£       s.       d. 

£,       s.       d. 

Jewellery  Stock  Book 


Item. 

Date 
Purchased. 

From 
Whom. 

Descrip- 
tion. 

Marks  or 
Numbers. 

Cost 
Price. 

Date 
Sold. 

To 

Whom. 

Sale 
Price. 

Profit. 

Loss. 

1 
2 
3 
4 
5 
6 

£  s.  d. 

£,  8.  d 

&  s.  d 

£  8.   <f. 

Notes  on  Books  of  Account 

,  1.  Pledge  Book. — This  book  is  made  obligatory  by  the  Law  of  1872. 
The  legal  form  is  also  prescribed  in  the  third  schedule  of  that  Act,  as  also 
regulations  as  to  the  time  when  entries  therein  have  to  be  made.  The 
form  given  in  this  article  does  not  exactly  follow  the  legal  form,  but  as  it 
embodies  all  its  characteristics,  and  is  found  more  convenient  in  practice, 
the  form  of  book  in  use  and  not  the  model  prescribed  in  the  schedule  is 
given.  This  book  is  generally  kept  in  two  portions :  one  for  recording  what 
are  known  in  the  trade  as  "  Low  "  pledges,  i.e.  under  10s.,  and  the  other  for 
recording  all  pledges  above  10s.,  called  in  the  trade  "  Auctions."  In  other 
cases  a  third  section  is  set  apart  for  recording  all  "  special  contracts,"  i.e. 
pledges  over  £2,  for  the  loan  on  which  the  pawnbroker  is  entitled  by  law, 
should  he  think  well,  to  make  special  terms  with  the  pledger. 

The  method  of  entry  of  this  book  or  books  is  as  follows :  On  agreement 
having  been  come  to  between  the  pawnbroker  and  the  pledger  as  to  the 
amount  to  be  advanced  on  the  tendered  goods,  the  pawnbroker  issues  a 
ticket  to  the  pledger  printed  in  statutory  form  and  in  duplicate.  One 
portion,  showing  the  number  of  the  pledge  in  bold  figures,  he  attaches  to 
the  parcel,  and  the  other  portion  is  handed  over  to  the  pledger  as  evidence 
of  the  transaction.  On  the  same  day  the  pawnbroker  enters  the  same  up 
in  his  Pledge  Book  under  the  same  number  as  that  of  the  ticket.  These 
numbers  follow  each  other  in  proper  sequence.  The  pledge  is  then  stored 
away  until  it  is  redeemed  or  until  such  time  as  it  expires  by  effluxion  of 
time.  The  legally  prescribed  time  for  the  termination  of  loan  is  in  ordinary 
cases  twelve  months,  with  seven  days  of  grace.  In  the  case  of  special  con- 
tracts, however,  they  may  be  made  terminable  at  any  date  not  less  than 
three  months  from  the  date  of  pawning. 

On  the  pledge  being  redeemed  by  the  pawner,  the  pawn-ticket  is  given 
up  to  the  pawnbroker  and  the  amount  of  loan  plus  interest  tendered.  The 
rate  of  interest  is  according  to  the  rate  prescribed  by  the  Act  of  1872.  At 
the  close  of  the  day  these  tickets  are  entered  up  in  the  Redemptions  Book, 
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the  stock  of  pledges  having  been  reduced  by  this  amount,  and  the  broker's 
cash  in  till  being  increased  by  a  like  amount. 

It  will  be  noted  that  in  the  form  of  Pledge  Book  prescribed  by  the  Act 
provision  is  made  for  recording  the  date  of  redemption  of  each  pledge.  The 
total  "  Eedemptions "  is  usually  obtained,  however,  not  from  the  Pledge 
Book  but  by  counting  the  tickets  into  £5  batches  as  a  banker  would  coin. 
This  plan  of  action,  however,  does  not  furnish  any  continuous  record,  hence 
the  suggestion  made  for — 

2.  Eedemptions  Book. — It  is  not  necessary  to  discuss  this  book  at  length. 
It  will  be  noted  that  not  only  the  total  "  Eedemptions  "  is  arrived  at  from 
this  book  but  also  the  separate  total  of  "  Interest  charged,"  both  items 
being  required  for  the  Daily  Balance  Book. 

Ticket-money  is  the  amount  charged  by  the  pawnbroker  for  the  tickets 
issued.  It  is  a  source  of  revenue  which  is  governed  strictly  by  the  Act  of 
1872.  The  total  is  arrived  at  by  taking  the  number  of  pledges  entered  in 
the  pledge  books  on  any  specific  day,  and  adding  the  same  up,  reckoning 
for  each  the  charge  the  law  allows.  Such  amount  has  already  been  paid 
into  the  till. 

3.  Auction  Sales  Book. — When  pledges  are  forfeited  by  lapse  of  time 
they  are  disposed  of  in  two  ways.  The  "accountable"  or  "auction" 
pledges  can  only  be  realised  by  the  pawnbroker  through  the  agency  of  the 
auctioneer.  The  law  compels  this  course,  so  that  any  surplus  produced  on 
their  sale  over  and  above  the  amount  lent  plus  interest  can  be  claimed  by 
the  pledger  within  a  specified  time.  To  follow  each  such  realisation  the 
"  Auction  Sales  Book  "  is  devised,  the  pledger  having  the  right  of  access  to 
the  same  under  certain  conditions.  It  will  be  observed  from  the  specimen 
ruling  how  this  object  is  facilitated.  At  the  same  time  this  book  fulfils  a 
useful  purpose  in  the  scheme  of  accounts  by  enabhng  the  pawnbroker  to 
easily  arrive  at  the  totals  of  amounts  lent  on  forfeited  pledges  (over  10s.), 
and  the  amount  of  cash  received  on  sale  of  the  same,  together  with  the 
total  profit  or  loss  on  the  realisation.  These,  it  will  be  noted,  are  all 
required  for  the  Daily  Balance  Book,  though  it  will  be  found  in  practice 
that  the  totals  are  posted  not  daily  but  monthly. 

4  Unredeemed  Pledge  Book. — This  book  fulfils  the  purpose  of  recording 
all  forfeited  pledges  under  10s.  in  value.  The  manner  of  dealing  with 
these  is  usually  as  follows : — Each  month  the  pawnbroker  takes  from  his 
stock  all  the  pledges  that  have  "  run  out,"  that  is  to  say,  been  forfeited 
through  lapse  of  time.  These  now  become  his  own  property,  and  his  first 
duty  is  to  go  through  them  and  "  re-mark "  them,  after  which  he  passes 
them  into  his  sale  stock.  On  some  of  these  forfeited  goods  he  is  able  to 
make  a  profit,  not  having  lent  up  to  the  full  value.  On  others  he  loses. 
It  will  be  seen  from  the  ruling  given  of  this  book  that  columns  are  pro- 
vided to  enable  the  pawnbroker  to  tabulate  the  above  information  so  as 
to  facilitate  its  being  posted  in  total  to  the  Daily  Balance  Book. 

5.  Petty  Gash  Book. — This  book  records  shop  expenses,  and  is  generally 
kept  on  the  counter.  The  total  is  posted  daily  to  the  Balance  Book,  in 
which  a  column  is  provided  for  the  purpose.  The  analysis  of  such  ex- 
penditure is  given  as  being  fairly  representative  of  an  ordinary  business. 

6.  The  Purchase  Book. — As  to  the  purchases  made  by  pawnbrokers  in 
connection  with  their  sale  trade,  a  custom  long  observed  in  England  in  this 
trade  was  to  regard  as  purchases  and  expenses  in  the  books  of  account  only 
those  items  actually  paid  for.  This,  it  was  thought,  simplified  the  system 
by  avoiding  many  credit  entries,  such  being  noted  simply  in  a  Memorandum 
Book.     This  practice  is  a  most  reprehensible  one,  so  we  provide  in  the  list 
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of  books  for  all  credit  purchases.  It  will  be  observed  that  the  cash  and 
credit  purchases  are  entered  in  separate  columns  in  the  Purchase  Book. 
This  is  necessary  for  the  purpose  of  balancing  at  any  date,  as  only  the 
credit  purchases  are  posted  to  the  Purchase  Ledger.  Both,  however,  in 
daily  totals  are  carried  to  the  Daily  Balance  Book. 

7.  Cash  Takings  Book. — This  book  is  generally  kept  on  the  shop's 
counter,  and  contains  a  record  of  all  takings  whether  for  goods  sold  for  cash 
or  moneys  received  in  satisfaction  or  on  account  of  outstanding  accounts  in 
the  Debtors'  Ledger.  The  column  for  "  Laid-by  No."  is  merely  for  noting 
the  number  of  the  parcel  of  goods  (as  per  the  "  Instalment  Book  ")  towards 
which  a  sum  or  instalment  has  been  received.  It  will  be  noted  that  there 
is  provided  a  column  for  "  cost "  and  another  for  the  "  profit "  on  cash  sales. 
This  is  necessary  for  stock-balancing  purposes,  and  is  not  a  difficult  matter 
to  carry  out,  as  both  sets  of  prices  are  usually  marked  on  each  article. 

8.  Credit  Sales  Bay  Book. — Some  pavrabrokers  do  no  credit  sale  trade, 
in  which  case  this  book  would  be  unnecessary.  Here  again  it  will  be 
noticed  that  both  cost  and  credit  prices  need  to  be  given.  The  gross 
amount  goes  to  the  Debtors'  Ledger,  whilst  the  three  totals  are  required 
each  day  for  the  Daily  Balance  Book. 

9.  Deposits  Forfeited  Book. — To  explain  the  utility  of  this  book  it  is 
necessary  to  remark  on  the  system  of  selling  goods  on  the  "  instalment " 
system  customary  in  this  trade.  The  terms  are  usually  "  weekly  pay- 
ments," or  at  any  rate  regular  periodical  payments.  When  the  transaction 
is  arranged  the  pawnbroker  packs  up  the  articles  it  is  proposed  to  purchase 
on  the  instalment  plan  and  puts  them  on  one  side.  He  then  opens  an 
account  in  a  book  called  "  Laid-by "  or  "  Instalment "  book,  such  book 
having  a  special  number  for  each  transaction,  and  providing  either  a 
number  of  columns  or  a  section  of  space  for  the  subsequent  entry  of  further 
instalments.  The  parcel  placed  on  one  side  bears  the  same  number  as  the 
entry  in  the  Instalment  Book.  To  enter  these  transactions  up  in  a  way 
that  does  not  interfere  with  the  pawnbroker's  daily  balancing  books  is  not 
a  little  puzzling  to  the  outsider.  Perhaps  the  most  popular  plan  observed 
is  the  following.  The  whole  amount  involved  as  a  sale  is  not  entered  in 
one  amount,  but  each  instalment  only  as  it  is  received.  This  goes  into  the 
Customers'  Instalment  Book,  which  for  the  present  takes  the  place  of  the 
Customers'  Ledger  Account.  The  cash  received  goes  through  the  Cash 
Takings  Book  as  a  cash  sale,  the  Laid-by  No.  being  given  and  no  profit 
being  entered,  the  cost  column  containing  the  same  figures  as  the  sale 
column.  When,  however,  the  instalments  received  cover  the  cost  of  the 
articles  purchased  the  remaining  instalments  are  considered  as  profit,  and 
are  entered  as  such  in  the  cash  takings  column,  and  in  the  column  set 
apart  for  profit.  If,  however,  the  instalments  become  forfeited,  as  is  often 
the  case,  the  instalments  received  are  charged  again  as  goods  bought,  and 
on  the  other  hand  go  to  the  profit  column.  This  is  a  curious  system,  but 
found  to  be  as  workable  as  any  under  the  circumstances.  The  Deposits 
Forfeited  Book  is  for  registering  these  forfeits,  the  total  of  which  is  taken 
periodically  to  the  Daily  Balance  Book. 

10.  Principal's  Cash  Book. — For  this  purpose  a  book  is  required  to 
register  all  payments  to  the  till  or  drawings  from  the  business  by  the  prin- 
cipal as  weU  as  the  bank  transactions.  An  ordinary  Cash  Book  with  the 
usual  three  columns  is  found  useful,  the  chief  payments  being  made  up  of 
the  following  items :  credit  purchases,  payments  to  till,  payments  to 
bank.  The  receipts  are  chiefly  drawings  from  till  and  bank.  Of  these 
entries  bank  transactions  and  private  drawings  and  payments  to  till  all  go 
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into  the  Daily  Balance  Book.      Payments  to  creditors  are  posted  to  the 
Purchase  Ledger  in  addition  to  Balance  Book. 

11.  Daily  Balance  Book. — The  great  usefulness  of  this  book  lies  in  the 
fact  that  it  provides  a  continuous  balanced  summary  of  the  pawnbroker's 
transactions  from  day  to  day.  It  concentrates  within  itself  the  summarised 
results  of  all  the  other  books  so  far  as  they  refer  to  current  daily  trans- 
actions. With  it  and  the  Stock  Sheets  and  Debtors'  and  Creditors'  Ledgers 
all  the  information  for  getting  out  a  Balance  Sheet  and  trading  account  of 
the  business  is  at  hand.  It  will  be  observed  that  each  day's  entries  fill  but 
one  line,  and  that  all  cash  receipts  and  payments  of  whatever  character 
have  a  column  for  their  reception.  The  totals  of  each  line,  if  properly 
entered  up,  should  agree,  with  the  exception  of  "  shorts  "  or  "  overs  "  in  till, 
which  should  be  noted  in  their  respective  columna 

Receipts,  etc. 

Col.  1.  Cash  in  hand.  This  is  the  amount  in  till  at  the  opening  of  the  day's 
business. 

„       2.  Amount  redeemed.    Total  from  Redemptions  Book. 

„       3.  Cash  received  (credit  trade).    Total  from  Cash  Takings  Book. 

„      4  and  5.  Interest  and  tickets.    Totals  from  Pledge  and  Redemption  Books. 

„  6.  Goods  sold  (cost).  Totals  from  Cash  Takings  Book  and  also  Credit 
Sales  Book.  If  thought  advisable  the  column  can  be  divided  into 
these  two  sections. 

^,  7.  Goods  sold  (profit).  Totals  from  Cash  Takings  Book  and  Credit  Sales 
Book. 

„  8.  Discounts  received.  Total  of  allowances  for  cash  payments  (goods 
bought).  Also  amounts  written  on  unredeemed  pledges  when  trans- 
ferred to  sale  stock.  The  latter  entry  becomes  necessary  for  purpose 
of  keeping  check  on  stocks.  The  former  entries  are  made  because 
goods  bought  are  stocked  at  invoice  price,  and  allowances  from  that 
price  would  throw  the  Stock  Account  wrong  unless  provision  were 
thus  made. 

„  9.  Overs  in  cash.  To  provide  for  any  excess  in  the  till  caused  by  over- 
sight. 

„  10.  Credit  purchases  ledger  postings.  This  needs  to  be  brought  in  to 
balance  the  credit  purchases  entered  on  the  other  side.  As  the 
"credit  sales"  and  "credit  purchases"  are  the  only  items  brought 
into  the  Balance  Book  which  are  not  cash  items,  it  follows  that 
columns  provided  for  these  two  sets  of  ledger  postings  are  all  that 
are  necessary  to  keep  the  cash  balance  shown  at  the  close  of  each 
day  in  the  Balance  Book  at  its  proper  figure. 

,,  11.  Unredeemed  pledges.  The  total  of  unredeemed  pledgea  from  Un- 
redeemed Pledge  Book.  As  these  are  transferred  monthly  or  weekly, 
entries  at  such  times  only  are  required.  The  total  taken  to  this 
column  is  of  course  at  the  "  lent "  figure.  The  corresponding  entry 
for  each  transaction  is  of  course  in  the  goods  bought  column  on  the 
opposite  side,  this  item,  however,  going  in  at  transfer  price,  the 
difference  being  made  up  by  entries  in  the  discount  column. 

„  12.  Cash  from  bank  or  principal.  This  explains  itself.  Sometimes  it  is 
divided  into  its  two  sections. 

„     13.  Total  of  all  the  preceding  columns. 

Payments 

„       1  and  2.  Number  of  pledges  accepted  and  delivered.    These  columns  are 

for  purposes  of  comparison  only. 
^,       3.  Amount  lent.    Total  from  Pledge  Books. 
^,       4.  Goods  bought.    Total  from  Purchase  Book,  cash  and  credit  columns ; 

Invoice  amount  must  be  entered,  including  discounts.    Also  forfeits 

(see  col.  11,  receipts  side). 
^,       5.  Cash  paid  (credit  purchases).     Total  of  cheques  or  cash  for  credit 

purchases  (in  ledger). 
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Col.    6.  Wages  and  expenses  (per  Petty  Cash  Book). 

„  7.  Discounts  allowed.  Allowances  to  sundry  debtors  on  settlement. 
Column  3,  on  receipts  side,  contains  full  amount.  This  accounts  for 
the  difference.  Amounts  written  off  forfeited  pledges  also  come  into 
this  column,  being  the  difference  between  amount  lent  on  same 
(column  11,  receipts  side)  and  amount  at  which  taken  to  stock 
(column  4,  payments  side). 
„  8.  "  Shorts  in  till  at  close  of  day. 
„       9.  Ledger  postings  (credit  sales).    This  is  not  cash,  but  is  balanced  on  the 

other  side  by  the  total  of  "  credit  sales  "  (in  columns  6  and  7). 
„     10.  Fixtures.    For  noting  any  capital  expenditure  under  this  head. 
„     11  and  12.  Principal  and  bank.    For  recording  payments  out  under  these 

two  heads. 
„     13.  Cash  in  hand.     Balance  in  hand  at  end  of  day. 
„     14.  Total  of  all  the  preceding  cash  columns. 

This  book  contains  a  complete  cash  record  without  taking  into  consideration 
the  Principal's  Cash  Book,  provided  cheques  paid  by  principal  to  sundry  creditors 
are  enterea  as  "cash  from  principal"  on  the  one  hand  and  "cash  paid  for  credit 
purchases "  on  the  other ;  the  same  rule  being  followed  in  the  case  of  all  other 
payments  made  otherwise  than  from  the  till. 

We  have  discussed  the  books  leading  up  to  and  including  the  Balance 
Book.  There  still  remains  the  Debtors'  and  Creditors'  Ledgers,  the  balances 
of  which  will  be  required  on  any  balancing  day.  These  should  be  of  the 
usual  form.  When,  however,  goods  are  sold  on  the  instalment  plan, 
special  ledgers  are  used  giving  ruling  for  entering  up  week  by  week  or 
month  by  month  the  instalments  due  and  received. 

We  should  now  be  able  to  prepare  a  trial  balance  by  merely  sum- 
marising the  Balance  Book  totals  for  the  period  in  question,  and  extracting 
the  Ledger  balances.     The  following  jpro  forma  account  is  given : — 

Trial  Balance 
Summary  op  Balance  Bock 


GoL  & 

1.  Cash  in  hand  (beginning) 

2.  Amount  redeemed    . 

3.  Cash  received  (for  credit  sales) 

4.  Interest    .... 

5.  Tickets     .... 

6.  Goods   sold  (cash   and    credit) 

taken  at  cost 

7.  Profit  on  goods  sold  , 

8.  Discounts  received  . 

9.  Overs  in  cash   . 

10.  Ledger    postings    (credit    pur 

chases) 

11.  Unredeemed  pledges 

12.  Cash  from  principal  or  bank 

Total    . 


OoL 
3. 
4. 


9. 

10. 
11. 
12. 
13. 


Amount  lent     .         .         .         . 
Goods  bought  (cash  and  credit), 
including  forfeits  transferred 
Cash  paid  for  credit  purchases 
Wages  and  expenses 
Discounts  allowed     . 
Shorts  in  cash  . 
Ledger  postings  (credit  sales) 
Fixtures  .... 
Principal's  drawings 
Bank        .... 
Cash  in  hand  (end)  . 


Total     . 


Summary  of  Credit  Ledgers 


Credit  sales  (cost)  . 
„      „     (profit) 
Total  debtors  (beginning) 

,,     creditors  (end) 
Cash  paid  (credit  purchases) 

Total     . 


Credit  purchases    . 
Total  debtors  (end) 

,,     creditors  (beginning) 
Cash  received  (credit  sales) 


Total 


The  trial  balance,  along  with  the  accounts  of  the  Private  Ledger  and  an 
inventory  of  stocks  for  the  two  dates  marking  the  beginning  and  end  of 
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the  period   under  review,  give   all    the   figures   required    for   the   final 
accounts. 

Pawnhrohers'  Stocks. — The  checking  of  stocks  is  a  very  important  factor 
in  a  system  of  pawnbrokers'  accounts.  The  stocks  are  usually  of  a 
valuable  nature,  comprising  a  large  amount  of  jewellery.  Moreover,  as  a 
check  on  pawnbrokers'  assistants,  who  are  constantly  handling  the  same,  it 
is  a  needful  precaution.  In  a  pawnbroker's  business  the  system  on 
which  the  same  is  conducted  is  such  as  to  make  the  possibility  of  check 
comparatively  easy,  on  account  of  every  pawned  article  having  a  ticket 
aJB&xed  to  it  showing  the  amount  lent  on  the  same,  and  all  his  sale  goods 
being  marked  with  the  two  prices,  viz.  "  cost "  and  "  sale."  Then  again  the 
law  compels  every  pawnbroker  to  register  strictly  the  incoming  and 
outgoing  of  all  pledges.  All  these  facts  are  helpful  in  carrying  out  the 
check  desired. 

Stock  Accounts  can  be  made  up  from  the  figures  in  the  books.  No 
pawnbroker,  however,  goes  for  a  very  long  period  without  calling  in  the 
aid  of  a  professional  stocktaker  or  making  an  inventory  himself.  He  is 
then  able  to  prove  whether  there  are  any  leakages.  In  taking  out  his 
stock  figures  he  usually  divides  the  same  into  sections.  His  pledge  stock  is 
kept  separate  from  his  sale  stock,  and  is  subdivided  usually  into  (1)  jewellery 
and  (2)  miscellaneous.  As  to  jewellery,  it  is  not  diflficult  to  get  this  out,  as 
it  is  of  a  valuable  nature  and  easily  accessible  in  a  safe  or  safes.  It  is 
always  well  to  have  a  book  for  taking  this  class  of  goods  that  gives 
facilities  for  details,  as  sometimes  in  investigating  into  leakages  this  will 
be  found  useful.  A  Stock  Book  alphabetically  indexed  is  sometimes  found 
of  value,  as  it  enables  the  stocks  to  be  further  subdivided.  All  goods  are 
taken  down  at  the  amount  lent  upon  them.  As  to  the  miscellaneous  pledge 
stocks  these  are  taken  down  in  the  ordinary  way,  and  the  total  presented 
to  the  accountant  without  much  trouble.  Sometimes  pledges  of  one 
am.ount  are  stacked  together,  which  makes  it  even  less  troublesome  to 
have  the  stocks  total  got  out. 

Sale  Stocks — Jewellery  and  Valuable  Goods. — In  large  businesses  it  is 
found  necessary  to  keep  a  special  Jewellery  Stock  Book,  one  type  of  which 
has  already  been  given  (page  280).  This  book  enables  a  pawnbroker  to 
check  indi\ddually  his  valuable  items  of  jewellery,  and  in  the  event  of 
burglary  or  fire  it  is  also  very  useful  in  giving  a  description  on  the  one 
hand  and  proving  loss  on  the  other.  For  the  rest  of  the  sale  stock,  which 
is  taken  at  cost  price,  the  ordinary  Stock  Book  is  used. 

On  the  completion  of  stocktaking  the  accounts  of  the  business  should 
be  at  once  closed,  even  though  the  day's  business  is  unfinished.  The 
accountant  would  need  also  to  inquire  as  to  whether  the  business  con- 
ducted during  the  process  of  stocktaking  has  been  properly  dealt  with  in 
the  accounts,  i.e.  purchases  added  when  not  included  in  the  inventory  and 
sales  deducted  if  goods  sold  taken  in  as  stock.  Otherwise  these  items  will 
be  included  twice.  In  the  pledge  department  also,  pledges  taken  in  after 
the  date  and  time  fixed  for  the  final  balancing  of  accounts  must  not  be 
included.  These  precautions  are  all  the  more  necessary  as  the  period  of 
stocktaking  usually  extends  over  a  number  of  days,  and  the  date  fixed  for 
the  balance  is  not  necessarily  the  day  on  which  the  inventory  is  completed. 
The  class  of  goods  known  as  "  laid-bys  "  are  taken  into  stock  at  cost  price 
less  amount  of  instalments  received. 

Proof  of  Stocks — (a)  Pledge  Department. — A  "  pledge  stock  account "  is 
opened.  It  is  debited  with  the  inventory  figure  at  which  pledge  stocks 
stood  at  last  balancing.     Further  debits  are  made  from  the  trial  balance 
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totals  of  amounts  lent  over  period,  this  being  the  total  by  which  the  stock 
has  been  increased.  On  the  credit  side  are  posted  the  total  amount 
redeemed  and  the  amount  transferred  to  sale  department,  both  which  items 
are  included  in  the  Balance  Book  summary.  What  remains  should  agree 
with  the  inventory  total.  It  will  usually  be  found  that  there  is  a  small 
shortage  or  overplus,  but  most  stocks  if  carefully  taken,  and  provided  the 
books  are  properly  written  up,  agree  within  a  very  few  pounds.  Shortages 
of  more  than  normal  amount  call  for  either  an  investigation  into  the 
possibility  of  fraud  or  larceny,  or  into  the  method  of  stocktaking. 

(&)  Sale  Stocks. — This  account  commences  with  a  debit  of  amount 
equal  to  the  inventory  total  of  sale  stocks  at  the  previous  balancing.  Added 
to  this  amount  are  the  following  additional  debits : — 

Cash  and  credit  purchases  brought  in  total  from  the  Balance  Book 
summary. 

Unredeemed  pledges  brought  in  total  from  the  Balance  Book  summary. 

This  makes  up  the  total  of  incomings  into  sale  stock.     Against  these 

debits  we  need  to  make  up  the  total  outgoings,  which  are  as  follows : — 

Goods  sold  for  cash     )         t)  i         t.    i 

1-,  >-per  Balance  Book  summary. 

Both  of  these  items  are  entered  at  cost. 

The  balance  of  this  account  should  then  agree  in  amount  with  the 
inventory  total  of  the  sale  stock,  any  difference  being  posted  to  the  Profit  and 
Loss  Account.  If,  however,  the  difference  is  of  a  more  than  normal  amount 
it  is  sometimes  expedient  to  carry  the  same  to  a  Suspense  Account,  which 
will  on  a  subsequent  stocktaking  require  debiting  or  crediting  with  a 
similar  amount  as  set  off.  In  most  cases,  however,  of  large  deficiency  the 
better  plan  is  to  make  instant  investigation  as  to  the  reason  therefor. 

Having  written  up  the  Stock  Accounts,  it  is  very  easy  from  the  sum- 
marised figures  given  in  the  trial  balance  to  make  up  the  Trading  Account 
and  Profit  and  Loss  Account.  The  items  of  revenue  and  expenditure 
remaining  are :  Interest  and  ticket-money.  Profit  on  goods  sold  (cash 
and  credit).  Discounts  received.  Overs  in  cash.  Overs  in  stock  (from 
Stock  Account). 

And  on  the  other  side :  Expenses.  Discounts  allowed.  Shorts  in 
cash.     Shorts  in  stocks  (balance  from  Stock  Account). 

From  which  items  the  trading  profit  is  easily  ascertainable,  being  made 
up  in  the  following  form : — 

Profit  and  Loss  Account 


Dr.  £    s.    d.    £,    s.    d. 

To  General  Expenses — 
Carriage     . 
Stationery 
Wages 
y         Sundries    . 


Shorts 

Deficiency  in  Stocks 
Less  Surplus  . 


Cr. 
By  Profits- 
Interest 
Tickets 
On  Cash  Sales 
,,   Credit    . 

,,      Discounts  Received 
Less  Allowed  . 


Overs 


The  remaining  items  making  up  the  pawnbroker's  business  are  then  set 
out.  In  the  case  set  below  we  suppose  no  separate  Capital  Account, 
bringing  in  the  figures  relating  thereto  to  the  Balance  Sheet. 
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Liabilities  £    s.    d. 

Capital     per    last    Balance 

Sheet 
Add  Profit,   per   Profit  and 

Loss  Account    . 


Balance  Sheet  as  at. 

&    s.    d. 


Add— 

Paid  in  by  Principal 
Less — 

Withdrawn 


Sundry  Creditors . 


Assets  £ 

Fixtures    per    last    Balance 

Sheet 
Added  since 


d.    &    s.    d. 


Sundry  Debtors 
Cash  in  hand 
Stocks  on  hand- 
Pledge 
Sale 


In  large  concerns  provision  should  be  made  for  such  items  as  discounts 
and  bad  debts.  Fixtures  should  also  be  depreciated  along  with  buildings 
if  such  exist.  The  several  accounts  in  the  Private  Ledger  would  show 
balances  in  agreement  with  the  assets  and  liabilities  set  forth  above. 

Simplified  System  for  Cash  Businesses 

So  far  we  have  considered  the  requirements  of  a  pawnbroker's  business 
conducting  both  cash  and  credit  sale  trade.  It  is  now  proposed  to  show 
how  the  system  already  set  forth  can  be  simplified  so  as  to  apply  with  very 
much  less  clerical  labour  to  small  businesses  not  selling  goods  on  credit  to 
any  great  extent.  For  this  system  the  following  books  are  required : — 
Pledge  Books.  Expenses  Book.  Purchase  Book.  Sales  Book  or  List. 
Balance  Book.     Bought  Ledger.     Stock  Books. 

In  carrying  it  out  the  following  rules  are  observed,  from  which  it  will 
be  seen  that  the  simplification  in  its  working  is  owing  (a)  to  the  fact  of 
there  being  no  credit  sale  trade  done,  and  (&)  because  the  daily  Balance 
Book  is  made  to  record  current  business  of  whatever  character. 


Rules 

(1)  All  items  of  cash  paid  out  by  the  principal  on  account  of  the 
business  are  entered  in  the  Balance  Book  as  a  receipt  on  the  one  hand  and  a 
payment  out  for  purchases  on  the  other. 

(2)  No  account  of  goods  bought  on  credit  is  taken  in  the  Balance  Book 
until  the  same  are  paid  for.  Suitable  memoranda,  however,  are  kept  so 
that  the  same  are  not  lost  sight  of.  Only  when  goods  are  paid  for  do  they 
go  into  the  "  goods  bought "  column.  If  discount  is  received  it  goes  into 
discount  column  on  the  opposite  side,  and  the  actual  cash  paid  (if  received 
from  principal)  is  entered  as  "  cash  from  principal."  If  paid  from  till,  the 
cash  balance  of  the  Balance  Book  will  be  shown  reduced  by  this  amount. 

(3)  On  opening  out  a  pledge  or  parcel  forfeited  by  lapse  of  time  the 
amount  of  lendings  on  such  parcel  goes  into  "  unredeemed  pledges  "  column. 
Loss  on  marking  down  goes  into  "  discounts  allowed,"  and  the  net  price 
is  taken  to  "  goods  bought "  column.  This  keeps  the  Balance  Book  duly 
balanced. 

(4)  Auction  sales  are  not  entered  tiU  cheque  received.  Then  "  unre- 
deemed pledges  "  column  is  credited  with  amount  lent  on  same,  and  on  the 
other  side  balancing  items  as  follows :  (1)  "  cash  in  hand  "  increased  by  neb 
proceeds  of  sale,  and  (2)  loss  in  "  discounts  allowed  column."  If  a  profit 
accrues  the  "  discount  received  "  column  is  credited. 
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(5)  Stocks  may  be  proved  under  this  system  in  the  following  way : — 
Pledge  Stocks  (as  already  given). 

Sale  Stocks.  To  the  balance  of  stock  shown  as  on  last  balancing  day  is 
added  aU  cash  purchases  (per  Balance  Book).  It  must  be  remembered, 
however,  that  the  stocks  have  also  been  increased  by  certain  credit  purchases 
not  entered  in  the  books  of  account.  The  true  total  is  therefore  arrived 
at  by  adding  on  the  difference  between  the  total  creditors  (for  purchases) 
at  the  commencement  of  the  period  and  at  the  end.  Both  these  figures 
are  taken  at  cost. 

(6)  To  make  up  in  some  degree  for  the  absence  of  subsidiary  books  of 
account  the  small  pawnbroker  finds  great  benefit  in  making  out  each  day 
what  is  called  a  "  daily  balance  slip."  This  does  away  with  the  old-fashioned 
slate,  and  has  the  advantage  of  being  a  permanent  record  of  the  day's 
trading.  These  slips  show  on  the  one  side  a  summary  of  the  day's  trans- 
actions as  per  the  Balance  Book,  and  on  the  other,  his  original  com- 
putations of  the  totals  of  "  ticket-money,"  "  redemptions,"  interest,"  etc.,  as 
well  as  a  note  of  the  contents  of  the  till,  making  up  the  cash  balance  at 
the  close  of  day ;  in  other  words,  one  side  gives  the  details  conveyed  in 
total  to  the  other. 

A  System  of  Accounts  as  applied  to  a  Firm  with  Branches 

So  far  we  have  dealt  with  the  accounts  of  single  establishments  only. 
"We  will  now  endeavour  to  apply  the  various  books  and  methods  of  account 
to  a  firm  or  limited  company  carrying  on  a  pawnbroking  business  with 
various  branch  shops  and  a  head  ofi&ce. 

The  general  principle  upon  which  we  would  found  our  system  under 
such  circumstances  is  to  provide  each  branch  shop  with  its  own  accounting 
machinery,  so  that  each  day's  balanced  results  of  trading  can  be  forwarded 
to  the  head  office,  certified  by  the  manager.  This  can  easily  be  arranged 
by  installing  in  each  branch  the  system  of  accounts  already  given,  and 
arranging  for  a  "  daily  balance  slip  "  to  be  sent  to  head  office  daily.  The 
following  modifications  only  would  become  necessary : — 

(a)  The  devising  of  some  easy  system  of  dealing  with  the  inevitable 
transfers  between  such  branches. 

(6)  The  centralising  of  the  branch  purchases  at  the  head  office. 

To  accomplish  these  modifications  in  the  scheme  already  given  let  the 
branch  managers  be  provided  with  requisition  forms  for  all  goods  required. 
The  head  office  will  then  supply  the  same  either  from  stores  or  by  calling 
on  another  branch.  If  supplied  from  the  head  office  a  special  column  on 
the  receipts  side  of  the  branch  Balance  Book  is  credited  and  the  branch 
"  goods  bought "  debited.  All  transfers  are  kept  by  the  branch  manager  in 
a  separate  account  debited  with  all  incomings  and  credited  with  all  out- 
goings, the  balance  of  such  account  going  into  the  "  branch  stock  account " 
at  balancing  day.  The  manager  does  not  need  to  analyse  his  transfers  as 
between  the  other  branches,  as  this  is  done  so  much  more  easily  in  the 
head  office  books. 

Each  manager  will  be  able  to  send  to  head  office  daily  a  Eedemption 
Sheet  made  out  on  the  model  of  that  given.  This  should  be  made  out  in 
duplicate  by  carbon  sheet  or  otherwise,  so  as  to  admit  of  the  manager 
retaining  a  copy,  and  the  continuity  of  transactions  guaranteed.  Briefly 
given,  this  is  the  procedure  of  the  branch  managers  in  connection  with 
purchases  and  transfers. 

The  only  remaining  special  account  required  to  be  kept  by  the  branch 
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manager  is  one  for  keeping  a  check  on  stocks,  which  account  is  made  up 
of  three  parts,  relating  to  (1)  Pledge  stocks;  (2)  Sale  stocks;  (3)  Book 
debts. 

(A)  Pledge  Stock  Account — This  commences  with  the  last  inventory 
total.  The  manager  debits  it  monthly  with  the  total  amount  lent,  crediting 
it  at  the  same  time  with  the  total  amount  redeemed  plus  the  total  un- 
redeemed pledges  taken  to  sale  stock.  The  balance  at  any  date  is  stock  on 
hand,  and  should  agree  with  the  inventory  total. 

(B)  Sale  Stock  Account. — As  in  the  case  of  pledge  stock,  this  account 
opens  with  the  last  inventory  total.  Debit  the  account  with  all  receipts  at 
cost  from  head  office  or  other  creditors,  including  forfeited  pledges  at  price 
the  same  have  been  taken  to  sale  stock,  and  the  balance  of  the  transfers 
account.  If  the  outgoing  transfers  exceed  the  incomings  from  the  branches 
the  balance  goes  to  the  credit  of  the  Sale  Stock  Account,  and  vice  versa. 

(C)  Book  Debts. — This  account  opens  with  the  amount  of  outstanding 
debtors  at  last  balancing.  Monthly  debits  must  be  made  of  the  total  credit 
sales  (cost  and  profit),  and  monthly  credits  of  amounts  received  on  account 
of  credit  sales.  The  discount  allowed  in  reference  thereto  must  also  be 
credited.     This  should  give  a  correct  summary  of  the  book  debts. 

Head  Office  Books 

The  books  required  at  head  ofi&ce  are  as  follows : — 

{a)  Cash  Book. — A  form  of  ruling  is  given  suitable  for  cases  where  the 
branches  do  not  exceed  more  than  three  or  four.  Where  there  are  many 
branches  the  best  plan  is  to  post  the  "  cash  receipts  from  "  and  "  cash  pay- 
ments to"  the  branches  to  separate  accounts,  instead  of  having  analysis 
columns  as  shown. 

Cash  Book  op  Head  Office 


Dr. 

Receipts 

Date. 

Prom  whom  Received. 

Folio 

in 

Ledger. 

Discount. 

Amount. 

Bauk. 

Analysis  of  Cash  Receipts 
from  Branches. 

1 

2 

3 

' 

&    s.    d. 

£    s.    d. 

&    s.    d. 

£    s.    d. 

£    s.    d. 

£    ».    d. 

Payments 

Or. 

Date. 

To  whom  Paid. 

FoUo 

in 

Ledger. 

Discount. 

Amount 

Bank. 

Analysis  of  Cash  Payments 
to  Branches. 

1 

2 

3 

£    s.    d. 

£    s.    d. 

£    s.    d. 

£    s.    d. 

£    s.   d. 

£    s.    d. 

VOL.  V 


19 
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(h)  Purchase  Book 
PuRCHASB  Book  of  Head  Office 

(1) 


Date. 

Name  from  whom 
Purchased. 

Invoice 
No. 

Bought  Ledger. 

Particulars. 

No. 
Ledger 
FoUo. 

FoUo. 

Amount 

&     s.     d. 

(2) 


Branches. 

Head  Office. 

General 
Expenses. 

Fixtures,  &c. 

Special 
Items,  &c. 

Goods. 

Expenses. 

Commission. 

Stock  Account. 

£       s.       d. 

£       s.       d. 

£      s.      d. 

£       s.       d. 

£      s.     d. 

The  whole  of  the  items  herein  are  posted  to  the  personal  accounts  in 
the  Bought  Ledger.  Items  of  purchases  for  the  branches  are  also  posted  to 
the  account  under  the  name  of  the  specific  branch  for  which  the  goods  are 
required.  The  head  office  columns  are  for  recording  goods  stocked,  while 
provision  is  made  under  the  head  of  "  commission "  for  the  head  office  to 
credit  itself  therefor  in  the  purchase  of  special  lines,  which  are  invoiced  to 
the  branches  at  an  enhanced  price.  The  special  columns  are  capable  of 
extension  where  necessary. 


(c)  Petti/  Cash  Book 
Petty  Cash  Book  op  Head  Office 

(1) 


Receipts. 

Cash  Book 
Folio. 

Date. 

Item. 

Amount. 

£       s.       d. 

£        s.       d. 
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(2) 


Analysis. 

Postage.                 Carriage. 

Wages.          [          Papers. 

Stationery. 

Sundries. 

£        s.        d. 

£        s.        d. 

£        s.        d. 

£        s.        d. 

£        s.        d. 

£        s.        d. 

There  is  little  need  to  enlarge  upon  tliis  ruling,  being  of  the  ordinary- 
type. 

(d)  General  Ledger. — For  recording  the  branch  trading  in  separate 
accounts,  showing  the  individual  trading  of  each  shop.  This  book  should 
be  ruled,  or  rather  a  section  of  it,  in  columnar  form,  so  as  to  show  on  a  page 
what  is  practically  a  summary  of  the  Balance  Book  of  each  branch. 

Other  accounts  entered  in  this  book  are  the  Stock  Accounts  of  each 
branch,  as  also  the  Sundry  Debtors  and  Sundry  Creditors.  Accounts  should 
also  be  opened  for  the  Expenses  and  Purchases,  each  such  account  showing 
the  apportionment  of  same  among  the  branches  and  the  balance  chargeable 
against  general  profit.  Transfers  Account  will  also  appear,  showing  the 
balancing  of  the  total  outgoings  with  the  total  incomings  of  the  branches 
inter  alia.  The  usual  account  for  Discounts  and  Bank  Charges  will  also 
be  shown. 

(e)  Private  Ledger. — For  the  final  accounts.  These  include  accounts 
for  Buildings  and  Fixtures,  Partners'  Drawings  and  Capital  Accounts, 
and  Trading  and  Profit  and  Loss  Accounts. 

Final  Accounts 

(a)  Stock  Accounts. — These  should  be  made  out  in  the  ordinary  way, 
and  should  be  found  in  agreement  with  the  Stock  Accounts  made  up  by 
the  branch  manager.  These  again  should  be  found  to  agree  approximately 
with  the  inventory  totals  of  each  branch.  Transfers  are  debited  and 
credited  to  the  Sale  Account,  as  previously  noted. 

As  to  the  very  important  question  of  check  on  stocks,  in  the  case  of  a 
company  with  branches  where  the  total  stock  value  runs  into  an  enormous 
amount,  there  is  no  universal  plan.  The  following  plan  of  check  was 
recommended  by  a  committee  formed  in  the  trade  many  years  ago,  and  has 
been  found  to  work  with  great  success  where  properly  carried  out.  A  chest 
of  drawers  is  provided  for  the  accommodation  of  the  pawn-tickets  as  the 
same  are  redeemed.  In  gauging  the  size  of  such  nest  of  drawers  attention 
has  to  be  directed  to  the  number  of  tickets  issued  per  month.  If  5000 
tickets  are  issued  monthly,  then  accommodation  would  be  required  for,  say, 
fourteen  times  5000,  equalling  70,000  tickets.  This  is  necessary  because 
tickets  unredeemed  often  run  for  thirteen  months  before  forfeit,  and  in 
experience  it  is  found  advisable  to  provide  for  fourteen  months.  The  pro- 
cedure is  then  quite  simple.  The  smaller  half  of  the  pawn-ticket  (detached 
from  the  pledged  parcel)  is  sent  to  the  head  office,  when  such  parcel  is 
redeemed,  along  with  the  redemption  list.  All  these  are  then  classitied  in 
the  ticket  drawers  in  the  exact  order  in  which  they  were  issued.  The 
drawer,  being  divided  by  partitions  into  grooves,  is  calculated  to  hold  a 
certain  number  of  tickets,  and  it  is  this  calculation  which  governs  the  size 


292 


PAWNBEOKEES'  ACCOUNTS 


of  the  chest  when  the  same  is  instituted.  These  wooden  grooves  are  again 
subdivided  into  spaces  calculated  each  to  hold,  say,  100  tickets,  this  being 
done  for  the  purpose  of  facilitating  the  filing  of  such  tickets.  Having  con- 
ducted this  plan  for  one  year,  it  follows  that  such  tickets  as  are  not  restored 
to  place  must  be  represented  by  unredeemed  pledges,  and  these  detached 
from  their  parcels  on  the  transfer  of  the  same  to  sale  stock  should  complete 
the  ticket  sequence.  If  there  are  gaps  in  the  sequence  it  will  prove  the 
necessity  for  an  investigation.  If  the  branch  manager  stamps  all  the 
redeemed  tickets  on  sending  them  in  to  the  head  ofl&ce  with  a  date  stamp 
on  the  back,  this  again  facilitates  inquiry,  should  such  be  necessary. 

Trading  and  Profit  and  Loss  Account. — This  account  where  the 
branches  are  not  numerous  can  be  got  out  in  the  fashion  of  the  account 
given  below.  In  other  cases  a  separate  account  for  each  branch  is  best. 
In  the  case  of  a  limited  company  there  would  be  other  items  requiring 
entry. 


Dr. 


Trading  and  Profit  and  Loss  Account 


Or. 


Branch 
1. 

6 
1 

Branch 
2. 

6 
1 

Branch 
3. 

o 
o 

Branch 
1. 

c5 

1 

Branch 
2. 

6 
1 

Branch 
8. 

To  Expenses 
,,  Discount 

allowed  . 
„  Shorts 
,,  Deficiency 

in  Stocks 
,,  Expenses 

through 

Head 

Office      . 
,,  Gross  Profit 

carried 

down 

£s.  d. 

£s.  d. 

£.3.  d. 

By  Interest  & 

Tickets 
„  SaleProfit 

Cash     . 
„  SaleProfit 

Credit  . 
,,  Surplus 

in  Stocks 
,,  Discount 

received 
,,  Overs 

£s.d. 

&s.d. 

&s.  d. 

1900. 
Dec.  31 


To  Establishment  Charges - 
Rent 

Cleaning   . 
Wages 
Office 
Advertising 

Petty  Cash 
,,  Depreciation  of  Fixtures 
,,  Bank  Charges 
, ,   Net  Profit  to  Capital  Account 


&s.  d. 


1900. 
Dec.31 


By  Gross  Profit  brought  down- 
Branch  1  ,        .        . 
„        2          .         .         . 
„        3          .         .     •   . 
.,  Discount  Received    . 


£s.  d. 


In  practice  there  would  be  provision  made  for  bad  debts  and  discounts, 
and  the  items  chargeable  against  profit  would  be  accordingly  increased. 

Balance  Sheet. — There  .are  generally  special  items  either  of  assets  or 
liabilities  coming  under  each  branch,  and  it  will  be  found  that  a  separate 
Balance  Sheet  for  each  branch  is  the  best  plan. 

(a)  Buildings. — It  wiU  often  be  found  in  the  case  of  a  firm  with 
branches  that  the  buildings  in  which  the  business  is  conducted  belong  to 
the  firm  or  company.     Where  this  is  the  case,  rent  is  chargeable  against 
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such  branch,  and  is  based  upon  the  capital  value  of  such  buildings.  In  other 
cases  the  "  rent  paid  "  goes  through  the  branch  expenses  account  in  the 
ordinary  way. 

(J)  Fixtures. — These  should  be  depreciated  at  the  rate  of  5  to  10  per 
cent  per  annum.  Each  shop  will  be  found  to  be  in  possession  of  a  certain 
capital  value  under  this  head,  and  hardly  a  year  will  pass  without  addition 
thereto. 

Stocks. — These  are  taken  into  the  Balance  Sheet  at  cost  price.  There 
are  cases  in  which  firms  have  credited  themselves  with  a  further  percentage 
on  the  pledge  stocks  for  accrued  interest  thereon.  This,  however,  is  not 
general,  and  is  a  somewhat  shadowy  asset  at  best,  taken  in  connection  with 
the  other  discounting  circumstances  surrounding  the  same. 

General  Notes 

Pawnbrokers'  charges  as  fixed  by  statute  are  as  follows : — 

On  a  loan  of  40s.  or  under — 

For  any  time  for  which  the  pledge  remains  in  pawn,  not  ex- 
ceeding one  month.    For  every  2s.   or  fraction  of  2s. 
lent      .  .  .  .  .  .  .  .  ^d.  per  month. 

After  the  first  month  any  period  not  exceeding  14 
days  is  reckoned  as  a  half-month,  and  if  more 
than  14  days  as  a  full  month. 
For  loans  above  40s. — 

For  every  month  or  part  of  a  month,  for  every  sum  of  2s.  6d. 

or  fraction  thereof      .  .  .  .  .  .  |d.  per  month. 

Charges  for  Pawn-tickets 

Where  the  loan  is  for  10s.  or  under        =id.  ^ 

„  „       above  10s.  =  Id.  >  Deducted  from  amount  of  loan. 

Special  contracts  as  agreed,  usually  6d.  J 

Other  Charges 

Charge  on  inspection  of  Sale  Book  .  .  .  .Id. 

„  form  of  declaration  (a)  where  5s.  or  under     .  .    ^d. 

„  „  „  (6)  above  5s.         .  .  .Id. 

Pawnbrokers'  Profits. — From  the  above  scale  of  charges  the  casual  reader 
will  at  once  calculate  the  return  in  interest  on  the  pawnbroker's  capital 
investment  at  the  following  rates : — 

Per  cent. 

Pledges  under  40s.    =    25  per  annum. 

„       over  40s.       =    20  „ 

Special  contracts  (say)  20  „ 

21| 

As  they  stand,  and  without  further  details,  these  figures  may  easily 
become  illusory.  Be  it  remembered  that  the  rate  noted  is  only  obtained 
when  the  whole  of  the  capital  is  invested  for  the  whole  of  the  period.  It 
will  be  clearly  seen  that  if  the  capita]  is  only  interest-bearing  for  six  months 
the  rate  per  cent  per  annum  is  reduced  by  one-half.  On  the  other  hand, 
pledges  are  often  redeemed  more  than  once  within  the  month,  and  by  this 
means  (as  interest  is  chargeable  for  one  month  as  a  minimum)  an  advantage 
is  gained  by  the  pawnbroker.  Furthermore,  against  the  gross  profit  on  the 
pawnbroker's  lendings  must  be  set  off  all  losses  on  forfeited  goods — such 
losses  being  now  the  rule  in  this,  particular  trade,  owing  to  the  cheapness  of 
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present  day  production  militating  against  the  market  for  second-hand  goods. 
Again,  the  gtross  profit — shown  in  its  maximum  amount  in  above  figures — 
needs  to  be  largely  written  down  by  such  formidable  items  as  establishment 
charges  and  trading  expenses.  Storage  is  an  absolute  necessity  for  a  pawn- 
broker, and  these  charges  are  generaUy  of  a  more  than  average  amount. 

For  comparative  purposes,  however,  let  us  discuss  the  pawnbroker's 
profits  on  turnover.  Take  the  certified  results  relating  to  the  trading  of 
six  separate  pawnbroking  establishments  in  different  parts  of  the  country. 
The  aggregate  figures  are  as  follows : — 

Total  redemptions  Total  interest  takings  Percentage  of  profit 

over  period.  over  period.  on  turnover. 

£70,625  £5189  :  10s.  £7  :  6  :  11 

This  result  shows  much  more  clearly  the  true  average  pawnbroker's 
profits  than  any  theoretical  calculations  based  on  the  statutory  charges,  and 
possibly  explains  the  merely  ordinary  (certainly  not  extraordinary)  results 
of  trading  shown  in  the  published  accounts  of  most  pawnbroking  companies. 
It  possibly  throws  a  light  also  upon  the  fact  that  pawnbrokers'  licences 
issued  from  year  to  year  show  a  tendency  to  diminish.  They  number  at 
the  present  time  about  4300,  and  this  number,  but  for  the  sale  trade 
associated  with  the  pledge  business,  would  (in  trade  opinion)  become  still 
further  reduced.  J.  Henry  May. 

Payee  is  the  person  to  whom  the  amount  entered  in  a  cheque  or 
bill  of  exchange  is  payable. 

Payment  means  settlement  of  a  debt.  A  creditor  is  entitled  to 
have  his  debt  settled  in  legal  tender.  Where  a  bill  or  note  is  taken  in  pay- 
ment, it  is  taken  on  the  understanding  that  the  cash  will  be  eventually 
received.  Where  the  cash  is  not  so  paid,  or  the  bill  or  note  is  dishonoured, 
the  creditor  may  either  sue  on  his  original  right,  or  may  found  upon  the 
bill  or  note. 

It  has  been  held  that  where  both  a  debtor  and  creditor  had  bank 
accounts  at  the  same  bank,  a  transfer  from  the  account  of  the  debtor  to  the 
account  of  the  creditor,  with  consent  of  both  the  parties,  operated  as  a  pay- 
ment of  the  debt. 

Payt. — Contraction  for  payment. 

Pd. — Contraction  for  paid. 

Penny. — The  first  copper  penny,  which  weighed  one  ounce  avoir- 
dupois, was  struck  in  the  year  1797  in  the  reign  of  George  III.  See 
"  Mint,"  p.  63. 

Per  Capita:  Per  Stirpes. — In  the  succession  to  estates 
questions  often  arise  as  to  whether  each  class  of  persons  has  to  take  equal 
shares,  or  whether  the  division  has  to  be  among  the  individual  members  in 
equal  shares.  When  each  individual  succeeds  in  his  own  right  the  succes- 
sion is  said  to  be  per  capita,  but  when  the  estate  is  to  be  divided,  not  among 
individuals  as  such,  but  between  the  different  stocks  or  stirpes,  the  succes- 
sion is  said  to  he  per  stirpes. 

Per  pro. — Contraction  for  per  procuration. 
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Percentage  Statements. — A  percentage  may  be  defined  as 
a  sum  or  number  signifying  a  ratio  to  one  hundred.  Allowances,  discounts, 
remuneration,  commission,  and  such  like,  are  usually  expressed  as  a  percent- 
age of  some  given  basis.  Thus  10  per  cent  on  sales  as  commission  means 
that  for  every  £100  of  sales  £10  would  be  paid  as  commission.  In  addition 
to  the  application  of  percentages  in  such  cases  results  are  very  often  reduced 
to  percentages  for  the  purpose  of  comparison.  To  compare  profit  and  loss 
accounts,  for  example,  for  a  series  of  years,  it  is  necessary  to  reduce  the  items 
of  which  they  are  made  up  to  a  common  denominator,  and  this  is  accom- 
plished by  finding  the  ratio  which  each  item  in  the  series  bears  either  to 
the  sales  or  to  the  cost  of  the  goods.  A  convenient  way  to  do  tliis  is  to 
calculate  the  percentage  of  sales  or  cost  of  goods  which  is  gross  profit, 
expenses,  and  net  profit.  In  most  businesses  it  is  better  to  take  the  sales 
or  the  turnover  as  the  standard  of  comparison,  while  in  others  it  is  prefer- 
able to  take  the  cost  of  the  goods.  Sometimes  the  basis  of  comparison  is 
the  cost  of  each  article  produced.  In  the  case  of  colliery  companies  the 
basis  is  usually  the  cost  per  ton  of  coal  won.  The  calculation  of  percent- 
ages may  be  performed  in  various  ways.  The  resulting  percentages  are 
not,  as  a  rule,  required  to  extend  beyond  two  places  of  decimals,  and  the 
method  of  using  four-  place  logarithms  works  out  very  satisfactorily.  A 
very  accurate  method,  and  one  involving  little  labour,  is  to  prepare  a  table 
of  the  products  of  the  divisor.  Another  method  is  to  reduce  the  divisor  to 
a  decimal,  and  multiply  the  different  items  by  this  figure,  thus  substituting 
one  division  and  several  multiplications  for  several  divisions,  division  being 
a  much  more  tedious  operation  with  greater  risk  of  error  than  multiplication. 

The  following  Profit  and  Loss  Account  shows  the  percentage  which  the 
various  items  on  the  debit  side  bear  to  the  sales : — 


Profit  and  Loss  Account,  showing  Percentages 

EXPENDITTJEE.  INCOME. 


Per  Cent 
of  Sales. 

Per  Gene 
of  Sales. 

To  Cost  ot  goods    . 
„  Wages 

,,  Gross    Profit  carried 
down 

,,  Rent  and  taxes 
, ,  Trade  charges  . 
,,  Salaries     . 
,,  Bad  debts 

,,  Net  profit 

33-25 
22-32 

£3059 
2053 

By  Sales 

,,   Gross  Profit  brought 
down 

100-00 

£9199 

55-57 
44-43 

£5112 
4087 

100-00 

6-88 
3-70 
2-86 
1-30 

£9199 

£633 
340 
263 
120 

100-00 

£9199 

44-43 

£4087 

14-74 
29-69 

£1356 
2731 

44-43 

£4087 

44-43 

£4087 

Permutations    and    Combinations. —The  different 

arrangements  or  variations  that  can  be  obtained  by  using  some  or  all 
of  a  given  number  of  things  are  called  Permutations.     Thus,  the  figures 
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1,  2,  and  3,  when  taken  'in  groups  of  two,  can  be  arranged  six  different 
ways,  or,  in  other  words,  admit  of  six  permutations,  as  follows : — 

12, 13,  23,  21,  31,  32. 

The  result  could  be  obtained  by  reasoning  thus.  The  tens  place  may  be 
occupied  by  any  one  of  the  three  digits ;  this  place  having  been  filled  up 
by  any  one  of  the  digits,  we  have  two  digits  remaining  with  which  to  fill 
the  units  place,  and,  since  any  one  of  the  digits  filling  the  tens  place  may 
be  associated  in  the  units  place  with  either  of  the  two  remaining  digits, 
we  have  the  permutations  of  three  things  taken  two  at  a  time  =  3x2  =  6. 
The  symbol  for  the  permutations  of  three  things  taken  two  at  a  time 
is  ^Pg-  Generally  to  find  "P^,  the  permutations  of  n  different  things  taken 
r  at  a  time.  In  any  one  of  the  r  arrangements  the  first  place  may  be 
occupied  in  n  different  ways,  since  any  one  of  the  n  things  may  be  utilised 
for  this  purpose.  This  place  having  been  filled  up,  we  have  {n  -  1)  ways  of 
occupying  the  second  place,  for  any  one  of  the  remaining  (n-l)  things 
may  be  employed  to  this  end,  and  since  any  one  of  the  n  ways  of  filling 
the  first  position  can  be  associated  with  any  one  of  the  {n-l)  ways  of 
filling  the  second,  we  have  n{n-V)  ways  of  occupying  the  first  two  positions. 
Proceeding,  we  would  have  {n  -  2)  ways  of  filling  the  third  place,  and 
n{n-l)(n-2)  ways  of  arranging  the  n  things  when  taken  three  at  a  time. 
Generally,  we  have  the  number  of  different  ways  in  which  the  first  r 
positions  can  be  completed,  in  symbols, 

^Pr  =  71  (w  -  1)  (n  -  2) r  factors, 

=  n(n-V){n-2) (w  -  r  +  1), 

"P„,  the  number  of  ways  in  which  the  n  things  can  be  arranged  among 
themselves, 

=  w(w-l)(w-2) 3.2-1. 

The  continued   product  of  any  number  n  and  all  lesser  numbers  is 

denoted  by  placing  the  mark  | round  the  highest  number  n,  and  the 

result  \n  is  read  "factorial  n."  The  same  quantity  is  also  sometimes 
symbolised  by  placing  the  mark  !  after  the  highest  number.     Thus 

"P„  =  7i.(7i-l).(?j-2) 3-2.1 

=  \n 
=  71  ! 

The  formulas  given  wiU  more  easily  be  understood  from  the  following 
examples : — 

1.  How  many  different  arrangements  can  be  made  of  the  letters  in  the 
word  "chapter"  (a)  when  taken  three  together,  and  (&)  when  taken  all 
together  ? 

(a)  The  number  of  permutations  of  seven  letters  taken  three  at  a  time 
is  ^Pg  =  7  (7  -  1)  (7  -  2)  =  7-6-5  =  210,  since  any  of  the  seven  methods  of 
filling  up  the  first  position  may  be  associated  with  any  one  of  the  remaining 
six  methods  of  filling  up  the  second  position,  and  may  in  turn  be  associated 
with  any  of  the  five  available  methods  of  occupying  the  third  position. 

(6)  The  number  of  permutations  of  the  seven  letters  taken  all  together 
(^P^)  is  |7  =  7-6-5-4-3-2-l  =  5040,  reasoning  similar  to  that  in  {a)  being 
extended  to  the  seven  positions. 

2.  How  many  different  numbers  containing  four  figures  can  be  formed 
from  the  digits  0,  1,  2,  3,  4,  5,  and  6,  no  digit  to  be  repeated  in  any 
number  ? 
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The  thousands  place  can  be  occupied  in  six  different  ways,  since  0  is 
the  only  figure  not  available  for  the  purpose.  This  place  having  been  filled 
up,  we  have  still  six  digits  remaining  with  which  to  fill  the  hundreds  place, 
since  the  0  can  now  be  made  use  of  The  tens  place  may,  thereafter,  be 
filled  in  five,  and  the  units  place  in  four  ways.  The  different  numbers 
containing  four  figures  which  can  be  formed  from  the  digits  will  therefore 
be6-6-5-4  =  720. 

3.  In  how  many  ways  can  n  persons  take  their  places  at  a  round 
table  ? 

Suppose  one  person  to  be  seated.  Then  the  number  of  ways  in  which 
the  other  {n  -  1)  persons  can  fill  the  remaining  {n  -  1)  seats  is  \n  -  1.  But 
this  solution  presents  as  different  arrangements  the  cases  where  (supposing 
Ay  B,  G,  D,  E,  F  were  the  n  people  under  consideration,  and  A  to  be  the 
person  already  seated),  A  has  B,  G,  D,  E,  F,  say,  arranged  in  order  on  his 
right,  and  again  on  his  left,  thus — 

A  A 

F  B  B  F 

EG  G  E 

D  D 

If  this  and  similarly  transposed  arrangements  be  considered  identical, 
then  the  number  of  ways  in  which  the  n  persons  can  be  seated  is 
\n-l 


2 

AU  questions  regarding  what  may  be  termed  "  ring  "  arrangements  have 
to  be  carefully  considered.  Thus  the  previous  example  is  essentially  differ- 
ent from  the  following : — In  how  many  ways  can  n  persons  take  their  seats 
at  a  table  seated  for  n  persons  ?     The  answer  here  is  not  \n  -  1,  but  \n. 

To  find  the  number  of  ways  in  which  n  things  can  be  arranged  when 
p,  q,  and  r  respectively  of  these  n  things  are  similar,  the  remainder  being 
different. 

Let  X  denote  the  different  number  of  ways.  Then,  if  we  replace  the  p 
similar  quantities  by  the  same  number  of  dissimilar  quantities,  each  one  of 
the  X  arrangements  would  admit  of  [p  permutations,  since  the  p  quantities, 
now  dissimilar,  could  be  arranged  among  themselves  in  \p  different  ways. 
The  total  number  of  possible  arrangements  would  now  be  a;  x  \p.  If,  also, 
the  q  similar  quantities  were  replaced  by  the  same  number  of  dissimilar 
quantities,  each  one  of  the  x  x  ^  arrangements  would  admit  of  \q  permuta- 
tions, since  the  q  quantities,  now  dissimilar,  could  be  arranged  among  them- 
selves in  \q  different  ways.  Similarly,  if  the  r  quantities  were  replaced, 
each  of  the  present  x  x\'p  x^q  arrangements  would  admit  of  \r  permutations, 
and  the  total  number  of  ways  in  which  the  n  things  can  now  be  arranged 
would  he  X  x\p  x\q  X  \r.  But  the  quantities  are  now  all  dissimilar,  and  we 
found  that  the  number  of  ways  in  which  n  dissimilar  things  can  be 
arranged  is  \n,  hence  we  must  have 

X  x\p  x\q  x\r  =  \n, 
and  therefore  x  (with  which  we  started  as  the  required  number) 

_    \p\q\r' 


298  PEKMUTATIONS  AND  COMBINATIONS 

Example. — How  many  different  arrangements  can  be  made  of  the  letters 
in  the  word  "  successive  "  ? 

Here  we  have  ten  letters  as  follows : — 

s  s  s:cc  :ee:u:i:v. 

The  number  of  ways  in  which  the  letters  can  be  arranged  will  there- 
fore be 

|3|2|2 
=  151200. 

To  find  the  number  of  ways  in  which  n  different  things  can  be  arranged 
r  at  a  time,  when  any  one  of  the  n  things  may  be  repeated  any  number  of 
times  up  to  r. 

The  first  place  may  be  occupied  in  n  different  ways,  since  any  one  of 
n  things  may  be  utilised.  This  place  being  filled  up,  we  have  still  n 
different  ways  of  filhng  the  second  place,  for,  according  to  the  terms  of  the 
problem,  any  one  of  the  7i  things  may  be  employed  to  this  end,  and  since 
any  one  of  the  ways  of  filhng  the  first  position  can  be  associated  with  any 
of  the  ways  of  completing  the  second,  we  have  n  y.  n^n^  ways  of  arranging 
the  n  things  into  the  first  two  positions.  Proceeding,  we  would  again  have 
n  ways  of  fiUing  up  the  third  position,  and  ny.  n  y.  n  =  n^  ways  of  arranging 
the  n  things  into  the  first  three  positions,  and,  generally,  the  number  of 
different  ways  in  which  the  r  positions  may  be  occupied  equal  to 

n  y.  n  y.  n r  factors, 

Example. — In  how  many  ways  can  three  prizes  in  different  subjects  be 
given  to  four  boys  ? 

The  first  of  the  prizes  can  be  given  to  any  one  of  the  four  boys,  since 
all  are  eligible.  The  second  of  the  prizes  can  also  be  given  to  any  of  the 
boys,  and  likewise  the  third.  The  number  of  ways  in  which  the  three 
prizes  can  be  distributed  is  therefore  equal  to  4  x  4  x  4  =  64. 

If  the  prizes  were  for  the  first,  second,  and  third  places  in  one  subject, 
they  could,  of  course,  be  given  in  ^Pg  ways,  i.e.  4  x  3  x  2  =  24  ways. 

Each  of  the  selections  that  can  be  made  out  of  a  number  of  quantities 
is  called  a  combination.  A  combination  differs  from  a  permutation  in  that 
the  question  of  "  arrangement "  does  not  enter.  Each  combination  admits 
of  several  permutations. 

Thus  out  of  three  digits  1,  2,  and  3,  taken  two  at  a  time,  it  is  possible 
to  make  a  selection  in  three  different  ways,  as  follows : — 

1  and  2 ;  1  and  3 ;  2  and  3. 

Now  each  one  of  these  three  combinations  admits,  as  we  have  seen,  of 
|2  permutations.  Hence,  we  have  the  number  of  permutations  of  three 
things  taken  two  at  a  time, 

=  3x2 
=  6, 

which  corresponds  with  the  result  by  the  formula 

«P^  =  w(«-l)(w-2) (w-r  +  1). 
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It  will  be  observed  that  the  symbol  for  the  combination  of  three  things 
taken  two  at  a  time  is  ^C^  (corresponding  with  the  symbol  'Pg  ^^^  P®^" 
mutations). 

To  find  the  number  of  ways  in  which  a  selection  of  r  things  can  be 
made  out  of  n  different  quantities. 

In  the  foregoing  reasoning  we  obtained  a  value  for  ^Pg  from  ^C.2 
previously  obtained  by  trial.  In  the  general  problem  before  us  we  shall 
deduce  a  value  for  **CV  by  passing  thereto  from  ^P^. 

Let  "Cr  denote  the  number  of  selections  of  r  things  that  can  be  made 
out  of  the  n  different  quantities.  Each  one  of  these  selections  will  admit 
of  \r  permutations,  since  the  r  quantities  in  every  group  can  be  arranged 
among  each  other  in  that  number  of  ways.  The  number  of  ways  in  which 
the  r  things  can  be  selected  and  arranged  is,  therefore,  "C^  x  |r.  But  this 
result  is  merely  another  method  of  obtaining  '^Py,  since  "C>  x  |r  represents 
every  possible  way  in  which  n  things  can  be  arranged  when  taken  r  at 
a  time. 

Hence  we  have 

""Pr  =  "C^  X  |r 
and 

_n(n-l){n-2) {n-r+1) 

-  \r_  • 

Multiplying  above  and  below  by  \n  -  r,  we  have 

nn      w  (w  -  1)  (w  -  2) {n~r  +  l)\n-r 

Uf  = i — j ~ 

\r\n-r 

\n 
\r\n-r' 

\n 
and  since  "C„_-  on  the  same  principle  =  -, — "^-r.  it  follows  that 

■^         ^        \n-r\r 

This  result  is  obviously  true,  since  every  time  a  selection  of  r  quantities 
is  made  out  of  the  n  quantities,  there  will  remain  a  corresponding  selection 
of  (n  -  r)  quantities. 

Example  1.  From  a  staff  consisting  of  fifteen  men  it  is  desired  to  select 
seven,  (a)  In  how  many  ways  can  the  selection  be  made  ?  (b)  If  three 
fixed  members  of  the  staff  are  to  be  included  in  each  group  of  seven,  in 
how  many  ways  can  the  selection  be  made  ? 

(a)  If  no  condition  be  imposed,  the  number  of  ways  in  which  the 
selection  can  be  made  is 

15-,  _  15-14-13-12-11-10-9 
--~^~       7-6-5-4.3.2.1  "' 
=  6435. 

(&)  If  three  of  the  members  are  to  be  included  in  every  group,  it  is 
merely  necessary  to  find  the  number  of  ways  in  which  the  other  four  can 
be  chosen  out  of  the  remaining  twelve  members. 
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The  number  of  ways  in  which  the  selection  can  be  made  is 

13^  _12-lM0-9 
^*"    4-3-2.1 
=  495. 

The  three  members  specially  chosen  will  then  be  combined  with  each  of 
these  495  selections. 

Example  2.  From  50  men  a  selection  of  46  is  to  be  made.  In  how 
many  ways  can  the  46  be  chosen  ? 

46  can  be  selected  from  50  in  ^^G^  =  ^^C^  ways,  and 

50.49-48-47 
^~     4-3-2.1 
=  230,300. 

In  how  many  ways  can  (p  +  q  +  r)  different  things  be  divided  into  three 
groups  containing  p,  q,  and  r  respectively  ? 

The  p  things  can  be  selected  in  p+^+^Cp  ways.  After  they  have  been 
chosen  the  q  things  can  be  selected  in  9+^Cq  ways,  and  again,  after  the 
(p  +  q)  things  have  been  chosen,  the  r  things  can  be  selected  in  ^Cr  ways. 
Since  any  one  of  the  i>+^+^Cp  ways  of  selecting  the  p  things  may  be 
associated  with  any  one  of  the  5+»'Cg  ways  of  selecting  the  q  things,  and 
may,  in  turn,  be  associated  with  the  selection  of  the  r  things,  we  have  the 
number  of  ways  on  which  the  three  groups  may  be  selected  equal  to 

P+^+'-Cp  X  9+rCq  X  ^Cr 

\p  +  q  +  r 

\P\gt  ' 

If  the  problem  before  us  were  to  find  the  number  of  ways  in  which 
(jp  +  2q)  different  things  can  be  divided  into  three  groups  containing  p,  q, 
and  q  respectively,  the  result  would  be 

\p  +  2q 


\Pi\gT\? 

It  is  obvious  that  a  particular  choice  in  the  first  of  the  q  groups  is 

\p  +  2q 
identical  with  one  in  the  second.      .    ,    ,     must,  therefore,  be  divided  by 

\pkk 

2,  or,  more  correctly,  the  number  of  ways  in  which  these  two  groups  can  be 
arranged,  that  is  |2. 

Again,  if  the  problem  before  us  were  to  find  the  number  of  ways  in 
which  Sp  things  can  be  divided  into  three  equal  groups,  the  answer 
would  be 


(\pf\3 

Generally,  to  divide  np  different  things  into  n  equal  groups : — 
The  formula  here  will  be 

(\p)-\n' 

Example.    A  pack  of  cards  consists  of  fifty-two  cards  marked  differently. 
In  how  many  ways  can  the  pack  be  divided  into  four  equal  groups  ? 
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Making  use  of  the  formula,  we  have  as  the  result 

|52 
(|13)*  j4' 

On  the  other  hand,  the  number  of  ways  in  which  a  pack  of  cards  can 
be  divided  among  four  players  is 

152 


(|13)* 

From  m  different  things  of  one  kind  and  n  different  things  of  another 
kind,  to  find  the  number  of  ways  in  which  p  of  the  first  may  be  arranged 
with  2'  of  the  second  kind. 

The  number  of  ways  in  which  the  p  quantities  can  be  selected  from  the 
w  is  '^Gp,  and  the  number  of  ways  in  which  the  q  quantities  can  be  selected 
from  the  n  is  "Cg.  Since  any  one  of  the  selections  of  p  things  can  be 
associated  with  any  of  the  selections  of  q  things,  we  have  the  number  of 
ways  in  which  the  {p  +  q)  things  can  be  selected  =  '^Cp  x  "C^.  Now  each 
one  of  these  selections  of  {p  +  q)  things  taken  aU  together  can  be  arranged 
in  |p  +  g-  ways. 

Hence  the  total  number  of  ways  in  which  the  (jp  +  q)  things  can  be 
selected  and  arranged  is 

Example. — From  seven  different  consonants  and  five  different  vowels, 
how  many  permutations  can  be  made,  each  permutation  consisting  of  three 
consonants  and  two  vowels  ? 

The  three  consonants  can  be  selected  in  "^G^  ways,  and  the  two  vowels 
in  ^C^2  ways.  Hence  the  number  of  ways  in  which  the  three  consonants  can 
be  combined  with  the  two  vowels  is  ^C'g  x  ^G^-  But  each  one  of  these  com- 
binations can  be  arranged  in  j5  ways.  Hence  the  number  of  ways  in  which 
the  five  letters  can  be  selected  and  arranged  is 

=  42000. 

To  find  the  number  of  different  ways  in  which  it  is  possible  to  make  a 
selection  from  n  different  things. 

Each  of  the  n  different  quantities  may  be  dealt  with  in  two  ways, 
since,  when  selecting,  it  may  be  either  included  or  excluded.  Since  these 
two  methods  of  deahng  with  any  one  quantity  may  be  associated  with  the 
two  methods  of  dealing  with  any  other  quantity,  we  have  the  number  of 
ways  in  which  a  selection  can  be  made  equal  to 

2x2x2 71  factors 

=  2~ 

But  this  includes  the  case  where  aU  the  quantities  are  excluded  from  the 
selection.  Hence  we  have  the  number  of  ways  in  which  a  selection  can 
be  made  equal  to  2'*  -  1. 

From  previous  reasoning  we  know  that  the  number  of  ways  in  which  it 
is  possible  to  make  a  selection  of  one  or  more  from  n  things 

=  «Ci  +  «C2  +  »C3+ +«(7„, 

and  we  now  proceed  to  show  that  the  two  formulas  given  are  identical  in 
result. 
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By  the  Binomial  theorem  we  have 

(1  +  xy  =  "Co  +  ''C^x  +  "CgJB^  + +  »C„a!~. 

Putting  a;  =  l,  we  have 

2»  =  "Co  +  "Ci  +  «C2+ +«C„, 

and 

"Cj  +  "Cg  +  "C3  + +'»C„  =  2"-1, 

since 

Example. — From  10  different  flags,  in  how  many  ways  can  a  selection 
be  made  ? 

The  number  of  selections  will  be 

=  2i«  - 1 
=  1023. 

The  same  result  could  be  obtained  by  summing  the  values 

loCi  +  icCg  +  10C3  +  10C4  +  '"^5  +  '"C'e  +  10C7  +  '"^8  +  '°^9  +  '"C'lo 
=  10  +  45  +  120  +  210  +  252  +  210  +  120  +  45  +  10  +  1 
=  1023. 

Again,  to  show  that 

"Co  +  "C2  +  "C4  + -«Ci  +  ~C3  +  '»C5  + 

As  before,  we  have 

(1  +  xY  =  «Co  +  ""C^x  +  ^G^^  + +  ''CnX'^. 

Putting  JC  =  —  1, 

0  =  »Co-'^Ci  +  "C2-«C3  + , 

and  .'. 

"Co  +  »C2  +  "C4+ =«Ci  +  "C3  + , 

and  since 

"Co  +  "Ci  +  "C2+ +  "C„=2", 

it  follows  that 

«Co  +  "C2  +  "C4  + =«Ci  +  "Cg  +  "Cg  + =  ^ 

=  2'*-i. 

To  find  the  number  of  ways  in  which  it  is  possible  to  make  a  selection 
from  n  things,  when  p,  q,  and  r  respectively  of  the  n  quantities  are  alike, 
the  remaining  s  things  being  different. 

From  the  p  like  things  we  may  select  0,  1,  2,  3,  up  to  p,  a  choice  of 
Q?  +  1)  selections.  Similarly  with  the  q  and  r  like  quantities.  Each  of 
the  remaining  s  different  things  admits  of  two  methods  of  treatment,  in 
that  when  selecting,  it  may  be  either  included  or  excluded.  Since  any  one 
of  the  {p  +  1)  methods  of  deahng  with  the  p  quantities  may  be  associated 
with  any  one  of  the  {q  +  1)  or  (r  +  1)  methods  of  deahng  with  the  q  and  r 
quantities,  and  may  in  turn  be  associated  with  either  of  the  two  methods 
of  dealing  with  each  of  the  s  quantities,  we  have  the  number  of  ways  in 
which  a  selection  can  be  made  equal  to 

(^  +  1)  (2  +  1)  (r  +  1)  (2  X  2  X  2  X (s  factors)) 

=  (p  +  l)(^+l)(r  +  l)  2*. 

But  this  includes  the  case  where  all  the  quantities  are  excluded.     Hence 
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we  have  the  number  of  ways  in  which  it  is  possible  to  make  a  selection 
from  the  n  quantities  equal  to 

{P  +  !)(?  +  1)  ('•  +  1)  2*  -  1. 

Example. — From  ten  half-crowns,  four  florins,  three  shillings,  and  one 
sixpence,  one  threepenny,  and  one  penny,  in  how  many  ways  can  a  selection 
be  made  ? 

Making  use  of  the  formula,  we  have  the  required  number  of  ways, 
equal  to 

(11x5x4x2x2x2)-! 
=  1760-1 
=  1759. 

To  find  the  number  of  permutations  which  can  be  made  from  the  letters 
in  the  word  "  examination,"  taken  four  at  a  time. 
Here  we  have  eleven  letters  as  follows — 

aa:ii:nn:e:x:m:t:o. 

A  selection  of  four  can  be  made  by  taking 

(1)  Two  alike  and  two  alike,  or 

(2)  Two  alike  and  two  different,  or 

(3)  Four  different  letters. 

The  first  selection  may  be  made  in  ^C^  =  3  ways,  since  there  are  three 
groups  of  two  letters  alike  from  which  to  select. 

The  second  selection  may  be  made  in  ^C^  x  ''C^  =  3  x  21  =  63  ways,  since 
any  of  the  three  groups  of  two  alike  may  be  combined  with  any  two  of  the 
remaining  seven  different  letters. 

The  third  selection  may  be  made  in  ^C^  =  70  different  ways,  since  any 
four  of  the  eight  different  letters  may  be  selected. 

Each  of  the  selections  in  the  first  group  will  admit,  as  we  have  seen,  of 

14  "... 

i^  =  6  arrangements.     Hence  the  number  of  permutations  contained  in 

the  first  group  is  3  x  6  =  18. 

Again,  each  of  the  selections  in  the  second  group  can  be  arranged  in 

14 

^  =  12  ways.     Hence  the  number  of  permutations  contained  in  the  second 

group  is  63  X  12  =  756. 

Each  of  the  selections  in  the  third  group  can  be  arranged  in  |4  ways. 
Hence  the  number  of  permutations  contained  in  the  third  group  is 
70x24=1680. 

The  total  number  of  permutations  will  therefore  be 

18  +  756  +  1680  =  2454. 

To  find  the  sum  of  all  the  numbers  which  can  be  formed  with  all  the 
digits  1,  2,  3,  4,  and  5,  no  digit  to  be  repeated  in  any  number. 
The  sum  of  the  units  column  will  be  equal  to 

j4  (1  +  2  +  3  +  4  + 5) 
=  360, 

since  each  of  the  digits  will  occupy  the  units  place  an  equal  number  of 
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times.  The  sum  of  the  tens  column  will  be  equal  to  ten  times  the  sum  of 
the  unit  column,  the  sum  of  the  hundreds  column  equal  to  one  hundred 
times  the  sum  of  the  unit  column,  and  so  on.  Hence  the  total  summation 
will  be  as  follows : — 

360 

3,600 

36,000 

360,000 

3,600,000 


3,999,960 


To  find  for  what  value  of  r  the  combination  of  n  things,  taken  r  at  a 
time,  will  be  greatest. 
We  have 


and 

Hence 

Again, 

Generally 
and 


nin-V) 
W-       |2 


n{n-r){n-2) 

^3-  |3 

^2^     3    • 


„     jiin-V) (7t-r  +  2) 

W-i-  u_i 


nQ  ^^(^~^) in-r^V) 


w  -r  +  1 


From  this  we  observe  that  the  combination  of  %  things,  taken  r  at  a  time, 
is   obtained   from   the    preceding   value    by   multiplying    the    latter    by 

.       "C~  will   therefore   continue   to   increase   so   long  as 

is  greater  than  unity,  that  is,  so  long  as 

n  +  1 
1>1, 

T 

SO  long  as 

r 

SO  long  as 

w  + 1 
—K->r. 


PLEDGE  305 

If  n  be  an  even  number  represented  by  2m,  we  have 

n  +  1     2m  + 1  1 

"2""  =  ^^='^"' 2' 

which  will  be  greater  than  r  only  until  r  =  m  =  -^.     Therefore  when  n  is  an 

even  number,  the  combination  of  n  things,  taken  r  at  a  time,  is  greatest 

when  r  =  K- 

Again,  if  n  be  an  odd  number  represented  by  (2m  +  1),  we  have 

w  +  1     2m  +  2 

^-  =  -^— =  m  +  l, 

which  will  be  greater  than  r  only  until  T  =  m=  — w— . 

Therefore,  when  r  is  an  odd  number,  the  combination  of  n  things, 
taken  r  at  a  time,  is  greatest  when  r  =  — ^— . 

Since,   however,  '^Gn-\  =  '^Gn+\,  the  number   of   combinations  will  be 

2  2 

greatest  when  r  has  either  of  these  values.  W.  A.  Eobertson. 

Personal  Accounts. — The  accounts  of  a  trader  which  show 
his  dealings  with  persons.  See  "  Book-keeping,"  vol.  i.  p.  406 ;  also 
"  Ledgees,"  vol.  iv.  p.  82. 

Petty  Cash. — Cash  set  aside  by  a  cashier,  or  handed  over  by  him 
to  another  to  be  available  for  petty  expenditure,  is  termed  petty  cash. 
The  systems  of  making  these  payments  have  already  been  explained.  See 
"  Book-keeping,"  vol.  i.  p.  446 ;  also  "  Imprest  System  of  Petty  Cash," 
vol  iii.  p.  313. 

Pfennig". — A  small  copper  coin  of  the  nominal  value  of  the  100th 
part  of  a  mark,  used  in  Germany. 

Pledge — Is  a  real  contract  by  which  one  places  in  the  hands  of  his 
creditor  a  movable  to  remain  with  him  in  security  of  a  debt  or  engagement 
to  be  redelivered  on  payment  or  satisfaction ;  and  with  an- implied  mandate, 
on  failure  to  fulfil  the  engagement  at  the  stipulated  time  or  on  demand  to 
have  the  pledge  sold  by  judicial  authority.  The  right  of  property  remains 
with  the  pledger,  who  may  redeem  possession  on  payment  or  performance 
of  the  stipulated  obligation.  The  right  of  the  pledgee  is  that  of  a  security- 
holder only,  he  not  being  entitled  to  use  the  subject,  nor  to  sell  without 
judicial  authority.  His  security  is  created  by  delivery  of  the  subject, 
actual  or  constructive,  without  which  an  effectual  security  cannot  be 
obtained  over  corporeal  movables. 

The  subjects  of  pledge,  as  a  general  rule,  must  be  corporeal  movables, 
but  bills  and  notes  seem  also  to  be  capable  of  pledge,  also  shares  in  a 
company,  policies  of  insurance,  and  assignations  thereof. 

The  Factors  Act,  52  and  53  Vict.  cap.  45,  and  the  Sale  of  Goods  Act, 
1893,  have  introduced  important  modifications  and  extensions  of  the  rights 
of  parties  to  pledge. 

As  a  general  rule,  the  right  of  the  pledgee  is  no  greater  than  that  of  the 
pledger,  and  he  cannot  substantiate  a  right  to  the  goods  if  the  pledge  was 
made  without  authority. 

VOL.  V  20 
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Special  forms  of  pledge,  such  as  pawnbroking,  are  regulated  by  statute, 
and  also  warehousing  and  bond  and  other  general  warehouses. 

P/N. — Contraction  for  promissory  note. 

Poinding* — Is  a  diligence  or  proceeding  of  the  law  of  Scotland, 
following  upon  a  decree  of  Court  or  other  competent  warrant,  whereby  the 
movable  effects  of  a  debtor  are  transferred  to  the  creditor  using  the  diligence. 
Before,  however,  a  poinding  can  be  executed  the  debtor  must  be  charged  to 
pay  within  the  time  stipulated  in  the  warrant  as  fixed  by  statute.  On  the 
expiry  of  these  days  or  the  days  of  charge,  the  officer  proceeds  to  poind  or 
seize  the  goods  of  the  debtor,  having  with  him  two  sworn  valuators,  who 
appraise  these  at  the  value  thereof  set  forth  in  a  detailed  inventory.  The 
goods  are  left  in  the  custody  of  the  debtor,  with  a  signed  note  of  the  value, 
the  poinding  reported  to  the  Sheriff  within  eight  days,  and  after  advertise- 
ment are  sold  within  twenty  days,  but  not  earlier  than  eight  days  after 
the  notice  under  his  authority,  and  the  proceeds  paid  to  the  creditor.  If  a 
sale  be  not  effected  the  goods  are  delivered  to  the  creditor  at  the  appraised 
value  in  satisfaction  or  to  account  of  his  debt. 

Corporeal  movables  belonging  to  the  debtor  only  can  be  poinded,  but 
these  may  be  either  in  possession  of  the  debtor  or  third  parties.  Incorporeal 
movables,  such  as  debts,  bonds,  bills,  bank-notes,  shares  of  companies,  etc., 
are  not  poindable. 

Poindings  rank  according  to  their  date  at  common  law,  and  are  by 
statute  subject  to  equalisation  on  ranking  in  bankruptcy  and  liquidation. 

Poll. — The  decision  at  a  meeting  is  usually  taken  by  a  show  of 
hands,  but  in  some  cases  the  dissentient  parties  may  demand  a  poU.  A 
right  to  a  poll  exists  at  common  law  wherever  a  meeting  is  such  that  all 
who  have  a  right  to  vote  are  not  present,  and  that  some  who  are  present 
demand  a  poll.  The  meeting  in  such  a  case  stands  adjourned  until  the 
decision  of  the  poll  has  been  announced. 

Table  A  of  the  Companies  Act,  1862,  clause  42,  provides  that  five  or 
more  members  may  demand  a  poll,  and  the  articles  of  most  companies 
provide  that  the  poll  shall  be  taken  in  such  manner  and  at  such  time  and 
place  as  the  chairman  directs.  The  demand  for  a  poll  should  always  be  in 
writing.  Notice  of  the  time  and  place  should  be  given  to  the  shareholders 
where  the  chairman  decides  to  have  the  poll  on  some  future  date.  Scruti- 
neers or  enumerators  are  invariably  appointed  to  examine  and  count  the 
votes  given  for  and  against  any  resolution,  and  after  this  is  done  the 
chairman  declares  the  result  of  the  poll. 

Population. — The  word  "population,"  in  the  sense  of  the  number 
of  the  inhabitants  of  a  place,  appeared  first  in  Bacon's  learned  disquisition 
entitled,  Of  the  True  Greatness  of  Kingdoms  and  Estates  (Essays,  1597). 

Population  is  strictly  connected  with  wealth.  A  country  possessing  a 
perfect  system  of  production  and  distribution  can  support  any  reasonable 
number  of  inhabitants.  "  Every  species  of  animal  naturally  multiplies  in 
proportion  to  the  means  of  their  subsistence,"  says  Adam  Smith  ( Wealth  of 
Nations,  Bk.  I.  chap,  viii.) ;  adding,  "  The  demand  for  men  necessarily 
regulates  the  production  of  men."  These  two  passages  helped  to  suggest  to 
Malthus,  the  first  specialist  and  systematic  writer  on  population,  the  idea  of 
his  celebrated  Essay, 
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Until  the  publication  of  the  Essay  on  Population,  the  subject  had  been 
treated  only  incidentally  for  the  most  part.  Aristotle  and  Plato  recom- 
mended the  preservation  of  a  fit  proportion  between  territory  and 
population,  an  insufficient  population  being  dangerous  to  the  independence, 
and  an  excess  to  the  good  order,  of  the  State.  Among  the  means  of 
restriction  mentioned  by  Aristotle  were  late  marriages  and  the  destruction 
of  weak  offspring. 

Pre-Malthus  Views. — Statistics  of  actual  numbers  not  being  available, 
many  eighteenth  century  writers  came  to  conclusions  not  supported  by 
facts.  An  enormous  population  was  assigned  to  the  nations  of  antiquity. 
Eobert  Wallace  (1697-1771),  in  his  Various  Prospects  of  Mankind,  Nature, 
and  Providence,  accepted  the  view  that  the  world  supported  a  much 
larger  number  of  people  in  ancient  than  in  modern  times.  Hume  was 
more  sceptical  in  his  essay  Of  the  Populousness  of  Ancient  Nations,  but 
Montesquieu  held  that  the  ancient  world  regorgeainent  d' habitants ;  and 
even  the  accurate  Gibbon  made  far  too  large  an  estimate  of  the  Eoman 
Empire.  The  entire  population  of  the  Empire  under  Augustus  is  now 
reckoned  at  85  millions,  40  millions  being  in  the  European,  and  45  in  the 
Asiatic  provinces.     Gibbon's  calculation  is  120  millions  of  persons. 

In  the  eighteenth  century  population  appears  to  have  been  a  current 
question.  Professor  Eeid,  in  1763,  brought  before  an  Aberdeen  Society  the 
question  "  Whether  by  the  encouragement  of  proper  laws  the  number  of 
births  in  Great  Britain  might  not  be  nearly  doubled,  or,  at  least,  greatly 
increased"  ?  And  Malthus  was  partly  anticipated  by  a  discussion,  in  1766, 
in  the  same  Society,  "  Whether  good  policy  may  not  sometimes  justify  the 
laying  a  restraint  upon  population  in  a  State "  ?  Upon  the  Continent, 
Botero,  and  later,  Buffon,  had  expressed  the  opinion  that  population  was 
stationary  ;  and  in  the  article  by  Damilaville  in  Diderot's  Encyclop4die,  the 
same  view  is  expressed.  The  sum  of  men,  the  encyclopaedist  asserts,  is 
to-day  equal  to  that  of  an  epoch  of  antiquity,  and  to  that  which  it  will  be 
in  future  ages !  If  there  have  been  periods  when  there  was  an  apparent 
scarcity  of  men,  he  adds,  it  was  not  because  the  total  number  was  less,  but 
that  the  population  was  migratory,  and  that  thus  there  occurred  local 
diminutions  of  population ! 

Voltaire  estimated  in  1753  that  the  globe  contained  1600  millions — 
i.e.  more  than  its  population  in  1904. 

In  our  age  of  inquiry  and  statistics,  the  number  of  enumerated  peoples 
is  fairly  satisfactory.  The  principal  exceptions  being  Africa,  China, 
Turkey,  Persia,  the  wild  tracts  of  Central  and  South  America,  and  the 
large  islands  of  the  South  Seas. 


Tahle  I. — Population  of  the  Glohe  in  1900 


Continent. 

Total  Population, 
Partly  Estimated. 

Percentage 
Enumerated. 

Inhabitants 
per  8q.  Mile. 

Europe 

Asia   . 

Africa 

America 

Oceania 

Polar  Regions     . 

393,622,000 
874,282,000 
164,319,000 
145,661,000 
5,652,000 
85,000 

98-4 
37-0 
12-1 
92-8 
84-5 

104 

55 

14 

9 

1-6 

The  World 

1,583,621,000 
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The  three  main  propositions  of  Malthus  are — 

1.  Population  is  necessarily  limited  by  the  means  of  subsistence. 

2.  Population   invariably   increases   where    the   means   of  subsistence 

increase  unless  prevented  by  some  very  powerful  and  obvious 
checks. 

3.  These  checks,  and  the  checks  which  repress  the  superior  power  of 

population  and  keep  its  effects  on  a  level  with  the  means  of 
subsistence,  are  all  resolvable  into  moral  restraint,  vice,  and 
misery. 

Neo-Malthusianism. — The  Neo-Malthusian  School  came  into  notice  in 
1877,  when  the  birth-rate  of  Britain  was  at  its  greatest.  Its  doctrines 
were  promulgated  by  Besant  and  Bradlaugh  as  a  means  of  ameliorating 
the  condition  of  the  wage-earner.  Malthus  had  advocated  moral  restraint, 
and  disapproved  distinctly  of  any  immoral  restraints,  and  would  have 
disowned  with  horror  the  doctrines  of  the  Malthusian  League.  In  his 
own  words,  "  I  should  always  particularly  reprobate  any  artificial  and 
unnatural  modes  of  checking  population  both  on  account  of  their  immorality 
and  their  tendency  to  remove  a  necessary  stimulus  to  industry."  It  is  a 
curious  irony  of  fate  that  the  name  of  Malthus  has  come  to  be  associated 
with  doctrines  he  so  expressly  disowned. 

Nuptiality. — The  marriage-rate  of  England  is  affected  apparently  as 
a  whole  by  the  value  of  exports,  the  marriages  going  up  and  down 
synchronously  with  the  exports.  Thus,  a  curve  of  value  of  exports  is 
followed  fairly  closely  by  the  fluctuations  in  the  yearly  number  of 
marriages.  Sex-distribution  also  afiects  the  nuptiality  of  a  country.  In 
most  populations  there  are  more  women  than  men.  But  more  boys  are 
born  than  girls.  The  male  death-rate  is,  however,  higher  than  that  of  the 
female,  partly  because  men  lead  harder  lives.  Age-distribution  is  also  a 
factor.  In  young  countries,  profiting  by  immigration,  there  is  always  a 
larger  proportion  of  both  men  and  women  at  the  marriageable  and  child- 
producing  period. 

The  following  table  gives  the  marriage-rate  for  ten  years  of  fifteen 
European  countries : — 


Table  11. 

— Marriages :  Rate  per 

Thousand 

of  Population 

Country. 

1890. 

1891. 

1892. 

1893. 

1894. 

1895. 

1896. 

1897. 

1898. 

1899. 

United  Kingdom    . 

7-2 

7-3 

7-2 

6-9 

7-1 

7-1 

7-5 

7-6 

7-7 

7-8 

France    . 

7-3 

7-4 

7-5 

7-5 

7-5 

7-4 

7-5 

7-6 

7-5 

7-5 

Germany 

8-0 

8-0 

7-9 

7-9 

79 

8-0 

8-2 

8-4 

8-4 

8-6 

Russia    . 

8-2 

8-3 

9-2 

8-6 

9-4 

9-2 

8-7 

9-1 

9-0 

Austria  . 

7-5 

7-7 

7-8 

7-9 

7-9 

8-0 

7-9 

8-0 

7-8 

8-2 

Hungary 

8-2 

8-6 

9-2 

9-3 

9-3 

8-4 

8-1 

8-2 

8-3 

9-0 

Belgivmi 
Holland . 

7 -A 

7-5 

7-7 

7-6 

7-5 

7-8 

8-1 

8-2 

8-3 

8-2 

7-0 

7-1 

7-2 

7-3 

7-2 

7-4 

7-5 

7-4 

7-3 

7-4 

Switzerland 

7-1 

7-1 

7-2 

7-1 

7-2 

7-2 

7-5 

7-8 

7-8 

7-8 

Denmark 

6-9 

6-8 

6-8 

7-0 

6-9 

7-1 

7-3 

7-5 

7-6 

7-5 

Norway  . 

6-5 

6-6 

6-4 

6-4 

6-4 

6-5 

6-7 

6-7 

7-0 

7-2 

Sweden  . 

6-0 

5-8 

5-7 

5-7 

5-7 

5-9 

5-9 

6-1 

6-1 

6-3 

Italy       . 

7-4 

7-5 

7-5 

7-5 

7-5 

7-4 

7-1 

7-3 

7-0 

7-4 

Portugal 

7-1 

6-8 

6-9 

6-8 

6-4 

6-3 

6-2 

6-8 

Spain 

8-1 

8-9 

8-6 

8-0 

8-1 

7-7 

7-3 

7-0 

6-8 

8 '-4 

Natality. — The   numbers   of   the   births   and  deaths  in   any  civilised 
country  can  readily  be  obtained.     It  would  thus,  at  first  glance,  seem  easy 
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to  calculate  the  rate  ;  but,  in  reality,  it  is  almost  impossible,  for  the  basis 
of  calculation — the  exact  population — cannot  generally  be  procured.  For 
the  purposes  of  reports  it  has  to  be  assumed  that  the  increase  of  the 
population  continues  at  the  same  rate  as  revealed  by  the  last  census. 
Thus  birth-  and  death-rates  generally  are  very  reasonable  approximations. 

In  1876  the  birth-rate  per  thousand  of  the  population  in  Scotland  was 
35,  and  in  France  26*2.  In  1893  it  was  31  and  22-1  respectively;  while 
in  1902  it  had  fallen  further  to  29*2  in  Scotland,  the  lowest  on  record,  and 
to  22  in  France,  where  the  decrease  in  natality  constitutes  a  national 
danger 

Tahle  HI. — Emigrants  from  United  Kingdom  for  non-Uuropean 
Countries,  1876-1900 


Quinquennial 
Period. 

EnglLsb. 

Scots. 

Irish. 

Total. 

Number. 

Per 
Cent. 

Number. 

Per 

Cent. 

Number. 

Per 

Cent. 

Number. 

1876-1880 
1881-1885 
1886-1890 
1891-1895 
1896-1900 

425,550 
760,124 
788,841 
617,869 
478,022 

60 
59 
62 
63 
63 

70,596 
133,527 
141,568 
100,878 

85,104 

10 
10 
11 
10 
11 

213,236 
398,658 
335,817 
259,827 
201,090 

30 
31 
27 
27 
26 

709,382 

1,292,309 

1,266,226 

978,574 

764,216 

1876-1900 

3,070,406 

61-3 

531,673 

10-6 

1,408,628 

28-1 

5,010,707 

Death  and  Emigration. — As  nuptiality  and  natality  are  the  forces  at 
work  increasing  population,  so  death  and  emigration  diminish  it.  From 
the  United  Kingdom  there  is  a  steady  outflow  of  emigrants,  so  that  never 
can  the  alteration  of  the  population  be  determined  by  the  simple  process 
only  of  deducting  the  deaths  from  the  births.  Not  a  little  of  the  increase 
in  population  is  due  now  not  to  increase  in  births,  but  to  the  diminution 
of  deaths.  The  birth-rate  has  declined.  There  has,  however,  been  an  even 
greater  proportionate  decline  in  the  death-rate,  and  the  diminution  of  the 
death-rate  to  17  per  1000  or  thereby  affects  very  favourably  the  increase 
of  population. 


Tahle  IV. — Annual  Rate  Per  Cent  of  Increase,  in  a  Centui^, 
of  the  United  States  and  Europe 


Country. 

1800-1850. 

1850-1900. 

By  Last  Census 

United  States  .... 

3-00 

2-39 

1-90 

England  and  Wales 

1-41 

1-21 

1-15 

France 

0-52 

0-20 

0-13 

Belgium 

0-76 

0-88 

1-06 

Spain 

0-48 

0-51 

0-54 

Italy 
Holland 

0-56 

0-58 

0-69 

0-73 

1-01 

1-24 

Austria 

0-58 

0-79 

0-89 

Hungary 

0-67 

0-75 

0-95 

Norway 

0-94 

0-92 

1-10 

Sweden 

0-79 

0-78 

0-71 

Denmark 

0-84 

1-11 

1-09 

Finland 

0-91 

0-92 

1-01 

Gennany 

0-96 

0-99 

1-50 
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That  the  decrease  in  births  in  the  mother-country  is  bad  for  Greater 
Britain  appears  to  be  a  fair  deduction  from  the  figures  in  Table  III., 
revealing  a  falling-off  in  emigration  from  1890  onwards.  And  Table  IV. 
shows  that,  next  to  the  United  States,  the  greatest  annual  rate  of  increase 
is  now  accredited  to  our  formidable  commercial  rival,  Germany. 

British  Empire. — The  largest  aggregate  of  population  ever  united  under 
one  political  control,  the  British  Empire,  is  also  the  most  varied  in 
condition,  physical  and  sociological.  The  Empire  contains  more  than  a 
fourth  of  the  population  of  the  globe,  and  more  than  a  jfifth  'of  its 
inhabitable  area.  Its  growth  during  the  last  thirty  years  has  been  from  a 
population  of  235  millions  and  an  area  of  about  7,770,000  square  miles, 
to  420  millions  and  an  area  of  about  12,000,000  square  miles;  while  its 
trade  is  about  one -third  of  that  of  the  whole  world,  thus  accounting  for  its 
immense  wealth  and  predominance'. 

Table  V. — Population  of  the  British  Empire,  1903 


Division  of  the  Empire. 

White  Inhabitants 

(including 
French  and  Dutch). 

Native  Inhabitants : 

Brown,  Black,  and 

Yellow. 

United  Kingdom  .... 
Australia  and  Islands    . 

Canada          

India  and  Ceylon  .... 
West  Indies  and  Bermuda     . 
Africa 

42,000,000 

5,000,000 

5,500,000 

100,000 

100,000 

1,100,000 

700,000 

100,000 

300,000,000 

1,700,000 

60,000,000 

Total  of  White  .... 
Do.     Native  .... 

53,800,000 
362,500,000 

362,500,000 

Grand  Total       .... 

416,300,000 

G.  T.  Bisset-Smith. 

Posting". — No  operation  in  book-keeping  is  a  more  fertile  source 
of  error  than  that  of  "  posting."  Such  errors  can  usually  be  detected  only 
by  comparison  of  the  figures  entered  in  the  Ledger  with  those  appearing 
in  the  Cash  Book,  Invoice  Book,  or  other  book  of  original  entry.  The 
following  method,  however,  is  one  in  which  this  process  of  comparison  is 
automatic,  and  performed  simultaneously  with  the  posting,  thus  detecting 
a  mistake  a;lmost  as  soon  as  it  is  made. 

Briefly  described,  the  system  is  this : — From  the  amount  posted  to  the 
Ledger  there  is  calculated  a  checking  or  tally  number,  which  is  posted 
back  to  the  book  of  original  entry,  and  is  there  available  for  comparison 
with  the  amount  to  which  it  should  correspond. 

Tally  Numbers. — The  "  tally  "  is  obtained  by  an  application  of  the 
mathematical  theorem  that  where  N  is  any  number  in  the  scale  of  r,  and 
D  the  excess  of  the  sum  of  the  digits  in  the  odd  places  over  the  sum  of 
those  in  the  even  places,  the  remainder  after  dividing  N  by  r  +  1  is  the 
same  as  the  remainder  on  dividing  D  by  r  +  1.  This  theorem  may  easily 
be  proved  as  follows : — 

If  N  =  a  +  6r  +  cr2  +  dr'^  +  er*  +    .... 


then 


Ti  =  a-b  +  c-d  +  e- 


Bubtracting  we  get — 

N  -  D  =  &(r  +  1)  +  c(r2  -  1)  +  d{r^  +  1)  +  <r  -  1)  + 
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Now  each   of  the  terms  on  the  right  hand  side  of  this  equation  is 
divisible  without  remainder  by  (r  +  1). 

.  • . ^  =  I,  where  I  is  an  integer, 

N        T       I> 
=  1  + 


r  +  1  r  +  1" 

From  this  it  is  obvious  that  if  N  and  D  are  both  positive,  any 
remainder  after  dividing  N  by  r  +  1  must  be  equal  to  the  remainder  after 
dividing  D  by  r  +  1 ;  for  if  not,  we  would,  after  transposing  and  arranging 
terms,  have  an  integer  equal  to  a  fraction,  which  is,  of  course,  impossible. 

If,  however,  D  is  negative,  the  remainder  on  dividing  D  by  r  +  1  will 
be  negative,  and  consequently  not  equal  to  the  remainder  given  by  N,  but 
equal  to  the  defect  of  that  remainder  from  1.  But  by  adding  r  +  1,  or  a 
sufficient  multiple  thereof,  to  D,  we  obtain  a  quantity  which  is  positive, 
and  whose  remainder,  being  positive,  is  consequently  equal  to  that  given 
byN. 

By  applying  this  result  to  our  ordinary  numbers  in  the  scale  of  ten,  we 
may  assert  that  the  remainder  after  dividing  any  number  by  11  is  equal  to 
the  remainder  on  dividing  &2/  11  the  excess  of  the  sum  of  the  digits  in  the 
odd  places  (starting  from  the  right),  over  the  sum  of  the  digits  in  the  even 
places.  Thus  the  remainder  after  dividing  172,859  by  11  is  5,  which 
is  also  the  remainder  after  dividing  (9  +  8  +  7)  -  (5  +  2  +  1),  i.e.  24-8 
by  11. 

This  remainder  is  called  the  tally. 

In  any  case  where  the  figure  to  be  subtracted  (the  subtrahend)  is  greater 
than  that  from  which  it  is  to  be  subtracted  (minuend),  11,  or  a  multiple 
thereof,  should  first  be  added  to  the  latter. 

In  practice  it  will  usually  be  found  that  the  "  tally  "  of  a  number  is  the 
difference  between  the  sums  of  the  alternate  figures  composing  the  number, 
owing  to  the  fact  that  the  difference  between  the  sums  is  generally  less  than 
11,  and  it  is  therefore  unnecessary  to  divide  by  11,  e.g.  the  tally  of  25,348 
is  13  -  9  =  4. 

When  we  turn  to  consider  currency,  however,  a  difficulty  presents 
itself.  A  system  in  which  the  amounts  are  wholly  in  the  scale  of  ten  (i.e. 
are  either  wholly  integral  or  have  any  fractional  parts  expressed  in 
decimals),  conforms  directly  to  the  foregoing  rule.  With  our  system  of 
coinage,  however,  it  is  necessary,  in  calculating  the  "  tally,"  to  allow  for  the 
difierence  arising  from  the  division  of  the  pound  into  shillings  and  pence. 
These  adjustments  are  explained  below  (see  p.  313). 

Meantime  it  may  be  stated  generally  that  the  "  tally  "  of  an  amount  in 
sterling  is  obtained  in  the  same  way  as  that  of  an  ordinary  number,  with 
this  exception,  that  the  "  tens  "  places  in  the  shillings  and  pence  columns, 
must,  if  unoccupied,  be  supplied  mentally  with  the  figure  0. 

Thus  the  "  tally  "  figure  corresponding  to  £411  :  5  :  3  (  =  £411  :  05  :  03)  is 
obtained  by  dividing  (3  +  5  +  1  +  4)  -  (0  +  0  +  1)  by  11,  the  two  zeros 
representing  the  figures  in  the  "  tens "  places  in  shillings  and  pence 
columns. 

If  preferred,  separate  calculations  may  be  made  for  the  pounds,  for  the 
shillings,  and  for  the  pence,  the  sum  of  the  resultant  remainders  being 
divided  by  11  to  give  the  required  "  tally."  Thus  the  tally  of  £411 :  18  :  2 
is  the  remainder  on  division  of  (4  +  7  +  2)  by  11,  i.e.  2. 

It   should  also  be  noticed   that  11,  or  any  multiple  of  11,  may  be 
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eliminated  wherever  it  occurs  in  the  course  of  obtaining  the  tally.  By  this 
and  other  means  the  process  becomes  much  simplified  and  great  facility  in 
calculating  the  tally  is  soon  acquired.  For  example,  in  the  above  amount 
£411 :  18  :  2,  the  second  and  third  figures  of  the  pounds  (11)  may  be 
dropped  and  the  calculation  would  be — 


Tally  of  pounds 
Tally  of  shillings     . 

These  together  making  1 1  may  also  be  dropped 
Tally  of  pence 

Tally  of  whole 


4 

7 

11 
2 


Having  seen  how  to  get  the  tally  corresponding  to  a  given  amount,  we 
may  now  consider  its  application  to  ordinary  commercial  books.  The 
following  is  a  page  of  a  Cash  Book,  Day  Book,  or  other  book  of  original 
entry : — 

Dr.  Cash 


Date. 

Polio. 

TaUy. 

Amount. 

1903. 
Jan    1. 
Feb,  4. 

,,      5. 
May  6. 
June  7. 

To  J.  Jones  .... 
,,  W.  Thomson    . 
,,  Thos.  Scott      . 
,,  Jas.  Bates 
,,  J.  Jones  .... 

143 

22 

5 

213 

143 

6 
3 
1 

7 
7 
6 

&      s.      d. 

185  5  3 
4  16     5 

146  12  8 
11  10  8 
28  13  10 

2 

8 

376  18  10 

Fig.  1. 

The  procedure  is  as  follows : — The  cross  references  to  folios  are  inserted 
and  the  amount  posted  in  the  usual  way.  From  the  figures  entered  in  the 
Ledger  is  calculated  the  "  tally "  number,  which  is  written  in  the  Ledger 
and  then  posted  to  the  Cash  Book,  beside  the  amount  to  which  it  should 
correspond. 


Dr. 

Ledger  Account  op 

Jones 

Cr. 

Date. 

Folio. 

TaUy. 

Date. 

Polio. 

Tally. 

1902. 
Nov.  30. 

1903. 
July  31. 

To  Goods      . 
„  Balance  . 

549 

2 

2 
3 

&      s.     d. 
213  19     1 

5  13     6 

1903. 
Jan.    1. 
June  7. 
July  3. 

1903. 
Aug.    1. 

By  Cash       . 

,,     do. 

, ,   Returns . 

,,   Overcharges  . 

,,    Balance . 

16 

n 

23 

6 
7 
0 
2 
3 

£     s.     d. 

185     5     S 

28  13  10 

5     6     0 

0     7     6 

7 

219  12     7 

7 

219  12    7 

2 

5  13     6 

Fig.  2. 

For  example,  the  sum  of  £185  : 5  : 3  is  posted  from  the  Cash  Book 
(Fig.  1)  to  the  credit  of  J.  Jones'  Ledger  Account  (Fig.  2).     A  glance  at 
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the  figures  entered  in  the  Ledger  shows  that  the  tally  is  6,  which  is  written 
in  the  Ledger  and  then  posted  to  the  Cash  Book. 

When  all  the  items  on  a  page  have  been  posted  to  the  Ledger  there 
will  thus  appear  opposite  each  its  appropriate  tally,  embodying  in  succinct 
and  available  form  aU  the  figures  in  the  Ledger  purporting  to  come  from 
the  Cash  Book.  The  sum  of  these  "  tally "  numbers,  together  with  three 
times  the  figure  "  carried  "  from  the  shillings  column  to  the  pounds,  gives  a 
tally  equal  to  the  tally  of  the  summation  of  the  page. 

Should  these  not  agree  the  difference  must  (provided  the  tally  numbers- 
are  correctly  calculated)  arise  from  one  or  two  causes,  viz. : — 
(a)  Error  in  addition  of  the  page. 
(&)  Error  in  posting  of  items. 

If  the  addition  is  correct  we  must  look  for  the  item  or  items  wrongly 
posted.  To  do  so  it  is  not  necessary  to  refer  to  the  Ledger  and  check  the 
posting  in  detail,  but,  since  the  "  tally  "  has  been  obtained  from  the  figures 
actually  entered  in  the  Ledger,  it  is  sufficient  to  run  rapidly  down  the 
page  checking  the  tally  figures  with  the  amounts  opposite  which  they 
stand.  If  any  particular  "  tally "  does  not  correspond  to  the  amount 
opposite  to  it  the  sum  posted  to  the  Ledger  cannot  agree  with  the  corre- 
sponding original  entry.  We  are  thus  practically  able  to  prove  at  the  end 
of  every  page  the  correctness  not  only  of  the  addition,  but  of  every  item 
posted  from  that  page  to  the  Ledger. 

The  reason  for  adding  to  the  sum  of  the  tallies  (Fig.  1)  "  three  times  th& 
figure  carried  from  the  shillings  column  to  the  pounds,"  is  that  each  twenty 
shillings  would,  as  20,  produce  a  tally  of  9,  but  treated  at  £1  it  produces  a 
tally  of  1.  To  reconcile  the  tally  of  the  total  with  the  sum  of  the  tallies,  a 
difierence  of  8  for  every  twenty  shillings  converted  to  £1  must  therefore  be- 
added  to  the  former  or  subtracted  from  the  latter.  But  since  (8  +  3),  i.e^ 
11,  can  be  added  without  in  any  way  altering  the  tally,  the  same  result  is. 
more  easily  obtained  by  adding  3  to  the  sum  of  individual  tallies,  for  every 
twenty  shillings  converted  into  £1  in  the  process  of  addition. 

On  referring  to  Fig.  2  it  will  be  seen  that  the  tally  figures  in  the 
Ledger  Accounts  serve  to  prove  the  accuracy  of  the  additions  there,  as  well 
as  the  correctness  of  the  balances. 

In  the  foregoing  examples  no  notice  has  been  taken  of  fractions  of  a 
penny,  but  these  present  no  difficulty.  Farthings  and  halfpence  are  repre- 
sented as  decimals  of  a  penny  (^{d.  =  -25,  |d.  =  -50,  and  f  d.  =  -75),  and  their 
tallies  3,  6,  and  9  respectively  are  treated  in  a  similar  way  to  the  others. 

It  has  been  assumed  above  that  the  tally  given  by  the  sum  of  a  series 
of  ordinary  numbers  is  equal  to  the  reduced  sum  of  the  tallies  of  the  items 
in  the  series.  This  scarcely  requires  proof,  for  if  N  and  M  be  two  numbers 
in  scale  of  r,  and  a  and  b  their  respective  remainders  when  divided  by  r  +  1, 

then  z-  =  I,  + 


r  +  1       ^     r  +  1 

and  — J  =  I2  +  — T 

r  +  1       ^     r  +1 

^  =  I,  +  L  + r- 

r  +  1        ^      ^    r  +  1 

=  Ii  +  l2+I  + 


r+  1 


where  Ij,  I2,  and  I3  are  integers. 
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That  is,  the  remainder  after  dividing  the  sum  of  the  numbers  by  r  +  1,  is 
equal  to  the  remainder  after  dividing  by  r  +  1  the  sum  of  the  remainders 
obtained  on  dividing  N  and  M  separately. 

This  system  of  checking  numbers,  besides  being  simple  and  easily 
acquired,  and  as  universal  in  its  scope  as  "  double  entry  "  itself,  is  an  almost 
infallible  check  on  the  accuracy)  of  additions  and  postings.  As  in  book- 
keeping, there  is  the  possibility  of  compensating  errors,  but  the  probability 
of  their  occurrence  is  in  this  case  even  less.  Practically  the  only  error 
which  escapes  detection  is  the  transposition  of  the  amounts  in  the  shillings 
colunm  with  those  in  the  pence,  and,  in  some  cases,  transposition  of  pounds 
and  shillings.  Should  the  difference  in  the  trial  balance  be  due  to  such  an 
error  it  will  be  an  exact  multiple  of  lid.  or  of  19s.,  as  the  case  may  be,  and 
it  can  thus  be  located  without  much  difi&culty. 

At  first  sight  it  might  seem  as  though  the  additional  labour  required 
by  the  foregoing  process  would  more  than  counterbalance  any  advantage 
offered,  but  a  short  trial  is  sufficient  to  show  that  tally  numbers  are  easily 
calculated  while  the  amounts  are  being  written  into  the  Ledger.  Any 
additional  time  and  trouble  required  is  very  trifling,  and  more  than  recom- 
pensed by  the  saving  of  time  too  often  wasted  in  needlessly  checking  pages 
of  correct  work  in  quest  of  some  unknown  and  unlocated  error. 

In  countries  where  a  decimal  system  of  coinage  prevails,  the  system  has 
been  adopted  with  most  satisfactory  results,  and  its  adaptation  to  sterling 
involves  so  little  extra  labour  that  there  is  no  apparent  reason  why  it 
should  not  become  part  of  the  book-keeper's  duties  in  every  well-regulated 
establishment.  i  Jas.  A.  Gordon. 

Pound. — The  term  pound,  or  pound  sterling,  now  applied  to  the 
gold  sovereign,  was  originally  used  to  designate  the  pound  weight  of  silver 
(5760  grains),  of  which  11  oz.  2  dwt.  consisted  of  fine  metal  and  18  dwt.  of 
alloy,  which  is  equal  to  a  fineness  of  925  per  thousand.  In  1816  the 
standard  silver  currency  was  abolished,  and  a  gold  standard  of  value 
adopted.     The  fineness  of  the  gold  sovereign  is  916"6.     See  "  Mint,"  p.  63. 

P.p. — Contraction  for  per  procuration. 

Pp. — Contraction  for  pages. 

Precatory  Trust  is  a  trust  expressed  by  words  of  entreaty, 
recommendation,  hope,  or  desire,  that  the  legatee  or  devisee  under  a  will,  or 
the  grantee  under  a  deed,  wiU  treat  the  gift  as  being  for  the  benefit  of 
other  persons. 

Preference  Stock  or  Shares.— Stock  or  shares  in  a 
company  which  carry  certain  preferential  rights  as  regards  dividends  or 
repayment  on  a  winding-up,  or  both.  See  "  Company,  Preference  Shares," 
vol.  ii.  p.  151. 

Preliminary  Expenses. — The  expenses  incurred  in  the 
floating  of  a  company,  such  as  the  cost  of  preparing  and  printing  the 
Memorandum  of  Association  and  Articles,  the  fees  of  registration,  and  stamp 
duties.  These  expenses  are  usually  written  off  against  revenue  over  a 
period  of  years,  and  most  Articles  of  Association  have  provisions  regarding 
the  period  during  which  they  have  to  be  written  off.     The  amount  or  esti- 
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mated  amount  of  such  expenses  must  appear  in  every  Prospectus  issued 
(Companies  Act,  1900,  s.  10  (1)  (i.)).  Such  an  asset  as  preliminary  expenses 
should  be  wiped  out  of  a  balance  sheet  altogether  before  any  reserve  is 
formed. 

Premium  on  Shares. — The  excess  of  the  market  price  of 
shares  over  the  amount  bearing  to  have  been  paid  to  a  company  for  its 
shares,  and  the  excess  of  the  price  paid  to  a  company  for  its  shares  by  its 
shareholders  over  the  amount  bearing  to  have  been  paid  for  the  shares,  is 
called  the  premium  on  these  shares.  When  shares  are  issued  at  such  a 
premium  by  a  company  the  amount  received  in  respect  of  the  premium 
should  be  carried  to  reserve,  and  not  be  credited  as  ordinary  revenue.. 
Where  the  Articles  of  a  company,  however,  do  not  prohibit  such  a  course 
as  crediting  the  amount  to  the  Revenue  Account,  it  would  seem  that  an 
auditor  could  not  object  to  such  a  course.  Sometimes  the  amount  of 
premiums  is  utiUsed  in  writing  off  such  expenditure  as  preliminary 
expenses ;  this  has  the  same  ultimate  effect  as  crediting  it  to  the  Revenue 
Account,  as  preliminary  expenses  are  written  off  against  revenue  eventually, 
although  the  charge  may  be  spread  over  several  years,  but  is  defensible  on 
the  principle  that  no  proper  reserve  exists  until  such  unrealisable  assets 
are  extinguished. 

Premium  Wag'es  SystemiS. — The  characteristic  feature  of 
premium  systems  of  wages  is  the  payment  of  a  bonus  or  additional 
remuneration  for  increased  efficiency.  A  time  is  fixed  for  a  given  quantity 
of  work,  and  if  the  workman  completes  his  task  in  less  than  the  period 
allowed,  a  premium  is  paid  him  based  upon  the  saving.  The  advantage 
claimed  over  ordinary  day-work  and  piece-work  conditions  is  the  encourage- 
ment to  the  workman  to  interest  himself  in  his  work  without  incurring 
the  risk,  which  happens  under  piece-work  when  wages  run  high,  of  the 
employer  being  tempted  to  reduce  the  prices.  Gains  arising  through  the 
improved  use  by  the  workman  of  the  appliances  provided  by  the  employer 
are  shared  by  both ;  the  workman  receives  higher  wages  per  unit  of  time, 
and  the  employer  obtains  the  product  at  a  decreased  cost. 

Typical  systems  may  be  treated  under  four  headings : — 

(1)  The  differential  rate. 

(2)  The  time-shared  plan. 

(3)  The  progressive  rate. 

(4)  The  reference  rate. 

(1)  The  Differential  Rate. — Under  this  method  the  wages  price  per 
piece  advances  with  the  quantity  turned  out  in  a  given  time,  and  the 
employer  benefits  through  the  spread  of  his  standing  expenses  over  an 
increased  output.  It  best  suits,  therefore,  the  cases  where  cost  of  upkeep 
and  interest  on  capital  sunk  in  machinery  and  premises  are  high  relatively 
to  the  labour  cost.  It  was  introduced  by  Mr.  Ered.  W.  Taylor  in  the 
Midvale  Steel  Company's  Works,  Philadelphia.  He  first  fixed  what  he 
calls  elementary  rates.  To  do  this,  the  time  required  for  each  kind  of 
operation  was  carefully  studied,  and  a  standard  was  recorded.  Any  job  for 
which  a  price  was  subsequently  wanted  was  divided  into  its  elementary 
operations.  The  time  for  each  of  these  operations  was  obtained  from  the 
records,  and  the  total  of  them  gave  the  total  time  for  the  job.  As  an 
illustration,  he  quotes  the  following  analysis  of  planing  a  surface  on  a 
piece  of  cast-iron : — 


316  PEEMIUM  WAGES  SYSTEMS 

Work  done  by  Man 

Minutes. 

Time  to  lift  piece  from  floor  to  planer  table 
Time  to  level  and  set  work  true  on  table 
Time  to  put  on  stops  and  bolts 
Time  to  remove  stops  and  bolts 
Time  to  remove  piece  to  floor 
Time  to  clean  machine 

Work  done  by  Machine 

Time  to  rough  off  cut,  J  inch  thick,  4  feet  long,  2^  inches  wide  . 

Time  to  rough  ofi"  cut,  ^  inch  thick,  3  feet  long,  12  inches  wide, 

etc.  ........ 

Time  to  finish  cut,  4  feet  long,  2^  inches  wide 
Time  to  finish  cut,  3  feet  long,  12  inches  wide,  etc. 


Total  .  . 

Add  per  cent  for  unavoidable  delays. 

The  differential  rate  was  then  applied  in  the  form  of  a  high  price  per 
unit  if  the  work  was  satisfactorily  completed  in  the  shortest  possible  time, 
and  lower  prices  if  longer  times  were  taken.  Anything  amiss  with  the 
quality  of  the  work  disqualified  the  operator  for  the  higher  rate. 

Suppose,  as  an  example  of  the  method,  that  the  usual  output  of  a 
workman  in  a  week  of  54  hours  has  been  27  articles  at  Is.  each  =  27s.  If 
the  analysis  of  the  elementary  operations  shows  that  36  articles  can  be 
satisfactorily  turned  out  within  the  time,  the  price  per  piece,  subject  to  the 
full  number  being  completed,  might  be  offered  at  Is.  Id.  each,  thus  giving 
the  workman,  in  addition  to  the  extra  remuneration  for  the  nine  additional 
articles,  the  inducement  of  a  premium  of  Id.  per  piece  on  the  whole 
number  to  produce  the  maximum.  In  such  a  case  the  increase  in  the 
total  output  is  33  J  per  cent.  If  the  corresponding  standing  charges  are 
27s.  for  the  week,  they  will  work  out  on  the  larger  output  to  27s. -f  36  =  9d. 
each,  as  against  Is.  each  under  the  old  plan,  thus  giving  the  employer  a 
gain  of  3d.  per  piece  in  his  standing  charges,  less  Id.  per  piece  increase  in 
wages,  or  a  net  advantage  of  2d.  per  piece.  If  the  premium  were  fixed  at  2d. 
per  piece  the  employer  would  still  get  Id.  per  piece  clear  gain,  and  it  might 
in  some  cases  suit  the  employer  to  give  the  workman  the  whole  of  the  gain, 
or  even  more,  if  by  the  greater  output  thereby  obtained  the  enlargement 
of  premises,  or  the  purchase  of  additional  machinery,  was  rendered 
unnecessary. 

The  more  usual  forms  of  premium  payment,  however,  do  not  increase 
the  price  per  unit  of  product. 

(2)  The  Time-shared  Plan. — The  time-shared  plan  divides  the  value  of 
any  time  saved  between  the  employer  and  the  workman.  It  is  the  method, 
or  a  modification  of  the  method,  advocated  by  Mr.  F.  A.  Halsey,  and  tested 
by  him  in  a  Canadian  workshop.  A  standard  time  is  fixed,  but  whatever 
time  the  workman  may  take  is  paid  at  the  ordinary  hourly  rate.  If  the 
job  is  completed  in  less  than  the  standard  time  the  workman  receives  as  a 
premium  a  specified  amount  per  hour  saved,  or  he  gets  25  per  cent,  or  50 
per  cent,  or  such  other  percentage  as  may  have  been  agreed  upon,  of  the 
saving  due  to  his  reduction  of  the  time.  Thus,  if  the  time  allowance  is  12 
hours,  and  the  workman's  pay  is  6d.  per  hour,  a  reduction  of  time  to  10 
hours  gives  him,  under  the  50  per  cent  arrangement,  5s.  for  his  10  hours' 
work,  plus  50  per  cent  of  2  hours  at  6d.  per  hour,  viz.  6d.  So  that  for  the 
10  hours'  work  he  receives  5s.  6d.,  instead  of  the  ordinary  time  pay  of  5s. ; 
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and  the  employer  gets  the  product  at  a  wages  cost  of  5s.  6d.  instead  of  6s. 
In  the  event  of  a  reduction  to  half  the  time,  that  is,  to  6  hours,  the  workman 
receives  6  hours'  ordinary  pay  at  6d.  =  Ss.,  plus  one-half  of  6  hours  saved 
at  6d.  =  Is.  6d.,  or  a  total  wage  of  4s.  6d.  for  6  hours'  work.  This  is  9d. 
per  hour,  or  40s.  6d.  per  week  of  54  hours,  as  compared  with  27s.  for  a  day- 
work  week  of  the  same  number  of  hours.  The  employer  also  obtains  an 
increased  advantage  corresponding  to  each  advance  in  the  workman's  pay. 
For  the  40s.  6d.  there  is  an  output  in  the  one  week  equal  to  what  would 
have  occupied  two  weeks  at  a  cost  of  548.  under  the  day-work  method.  But 
such  an  increase  in  the  weekly  pay  of  the  workman,  or  the  greater  increase 
under  a  still  further  reduction  of  the  time,  would  seem  unreasonable  to 
many  employers.  They  would  feel  that  either  the  time  allowance  or  the 
premium  was  unduly  high,  and  there  would  be  an  inclination  to  interfere, 
as  has  been  the  case  with  piece-work  rates.  It  is  of  special  importance, 
therefore,  under  this  plan  to  carefully  consider  beforehand  both  the  time 
allowance  and  the  premium,  and  there  should  be  accurate  data  upon  which 
to  base  the  same.  For  if  there  is  any  likelihood  of  exceptional  wages 
leading  to  a  modification  of  the  terms,  the  workman  will  be  tempted  to 
restrain  his  energy,  and  the  intention  of  the  method  will  be  frustrated.  It 
is  a  good  rule  to  start  with  a  moderate  premium  and  a  liberal  time 
allowance. 

(3)  The  Progressive  Bate. — The  risk  attending  a  wide  divergence  is 
minimised  in  the  progressive  rate  system.  This  has  been  successfully 
introduced  in  the  works  of  Messrs.  David  Eowan  and  Company,  Glasgow, 
and  also  by  other  firms.  The  premium  is  given  in  the  form  of  an  increase 
in  the  rate  of  pay,  such  increase  being  in  the  same  proportion  to  the 
ordinary  rate  of  pay  as  the  time  saved  is  to  the  standard  time.  What  the 
employer  says  to  the  workman  is :  Reduce  the  time  10  per  cent,  or  20  per 
cent,  or  more,  and  I  will  increase  your  rate  per  hour  10  per  cent,  or  20  per 
cent,  or  more. 

Taking,  again,  the  case  of  a  certain  quantity  of  work  done  under  ordinary 
day-work  conditions  in  12  hours  at  6d.  per  hour,  and  assuming  12  hours  to 
be  again  adopted  as  the  standard  time,  we  find  under  the  progressive  rate, 
that  if  the  workman  reduces  this  by  2  hours,  or  one-sixth,  his  pay  for  the 
10  hours  is  at  7d.  per  hour  {i.e.  6d.  plus  one-sixth  of  6d.)  =  5s.  lOd.,  as 
against  the  ordinary  pay  of  5s.  for  10  hours.  Similarly,  a  reduction  of  6 
hours,  or  half  the  time,  results  in  an  hourly  rate  of  9d.,  being  6d.  plus  one- 
half  of  6d.,  and  the  total  is  4s.  6d.  as  compared  with  3s.  In  the  one  case 
the  employer  obtains  the  product  for  5s.  lOd.,  and  in  the  other  case  for 
48.  6d.,  as  against  6s.  under  the  day-work  method.  If  the  time  were 
reduced  to  one  hour,  which  is  unlikely,  but  is  worth  consideration  for  the 
purpose  of  emphasising  the  contrasts,  the  workman  would  receive  ll|d.  for 
that  hour,  being  6d.  plus  eleven-twelfths  of  6d.  This  equals  £2:11:9  per 
week  of  54  hours,  and  compares  with  £1 :  7s.  per  day-work  week,  and  with 
£8  :  15  : 6  per  week,  or  3s.  3d.  per  hour  (6d.  plus  50  per  cent  of  11  hours  at 
6d.),  under  the  time-shared  50  per  cent  plan. 

The  following  summary  compares  these  and  some  other  results : — 
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Comparison  of  Premium  Wages  Systems,  the  standard  time  taken 
being  12  hours  and  the  pay  ^d.  jper  hour 


Workman's  Pay       | 

Method. 

Time 

taken 

for  Job. 

Ordinary 
Pay. 

Premiums. 

Total 
Wages 
Cost  to 
Master. 

Per 
Hour. 

Per  Week 

of  64 

Hours. 

Hours. 

».    d. 

1.    d. 

s.    d 

s.    d. 

s.      d. 

12 

6     0 

Nil. 

6     0 

0     6 

27     0 

10 

5     0 

0  10 

5  10 

0    7 

31     6 

Progressive 

8 

4     0 

1     4 

5     4 

0    8 

36     0 

rate. 

6 

3     0 

1     6 

4     6 

0     9 

40     6 

3 

1     6 

1     H 

2    7h 

0  lOi 

47     3 

1 

0     6 

0    5^ 

0  Hi 

0  in 

51     9 

\l 

6     0 

Nil. 

6     0 

0     6 

27     0 

10 

5     0 

0     6 

5     6 

0.    6-6 

29     8-4 

Time-shared 

8 

4     0 

1     0 

5    0 

0    7i 

33    9 

60  per  cent. 

6 

3     0 

1     6 

4     6 

0     9 

40     6 

3 

1     6 

2     3 

3     9 

1     3 

67     6 

1 

0     6 

2     9 

3     3 

3     3 

175     6 

12 

6     0 

Nil. 

6     0 

0     6 

27     0 

10 

5     0 

0     3 

5     3 

0     6-3 

28     4-2 

Time-shared 

8 

4     0 

0     6 

4     6 

0     6f 

30     n 

25  per  cent. 

6 

3     0 

0     9 

3     9 

0    7i 

33     9 

3 

1     6 

1     H 

2     7h 

0  lOi 

47     3 

1 

0     6 

1    H 

1  10^ 

1  10^ 

101     3 

From  this  table  it  will  be  seen  that  an  initial  error  in  the  time  limit  is 
not  so  detrimental  under  the  progressive  rate  as  under  a  time-shared  plan. 
This  makes  the  progressive  rate  the  more  suitable  method  to  introduce 
where  time  records  are  scanty  or  difficult  to  obtain.  If  the  stability  of  the 
time  limit  is  assured,  the  workman  is  naturally  more  ready  to  apply  him- 
self and  to  adopt  improved  methods.  The  progressive  rate  also  gives 
greater  encouragement  in  the  earlier  stages ;  and  in  the  event  of  better 
machinery  being  introduced  a  reduction  in  the  standard  time  is  not  as 
urgent  as  with  the  other  schemes. 

(4)  The  Reference  Bate. — Under  this  method  a  wages  limit  or  reference 
rate  is  fixed  for  a  given  output,  and  if  the  workman  completes  the 
quantity  in  such  a  time  that  his  day-work  wages  amount  to  less  than  the 
reference  rate  he  is  paid  a  share  of  the  saving.  A  workman  at  6d.  per 
hour,  with  a  reference  rate  of  6s.,  and  a  50  per  cent  share  of  the  saving, 
gets  the  same  results  as  under  the  time-shared  50  per  cent  plan  with  a  time 
limit  of  12  hours  at  6d.  per  hour.  Thus,  if  2  hours  are  saved  he  receives 
58.  for  the  10  hours,  plus  one-half  the  difference  between  5s.  and  6s.,  or 
a  total  of  58.  6d.,  and  so  on  for  other  decreases  in  time.  But  such 
a  reference  rate  gives  a  wider  margin  of  time  to  a  lower-paid  workman. 
Under  the  time-shared  plan  a  slow  workman  at  5d.  per  hour  might  get  very 
little  out  of  a  12  hours'  standard  time,  and  if  he  made  no  reduction  of  the 
standard  his  pay  would  not  exceed  5s.  With  a  reference  rate,  however,  of 
6s.  the  completion  of  his  job  in  12  hours  gives  him  a  premium  of  6d.,  being 
one-half  the  difference  between  his  time  wages  and  the  reference  rate,  and 
his  total  pay  is  5s.  6d.  A  reference  rate  of  6s.  is,  in  fact,  the  equivalent  to 
him  of  a  standard  time  of  14  hours  24  minutes.  The  advantage,  therefore, 
of  the  reference  rate  is  that  it  automatically  varies  the  time  limit  in 
correspondence  with  the  capacity  of  the  workmen,  as  reckoned  by  their  rates 
of  pay.     It  is  specially  applicable  to  the  cases  of  apprentices  and  improvers. 
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General  Remarhs. — Before  a  premium  system  is  introduced  in  any  works 
there  should  be  a  careful  collection  of  data  bearing  on  the  time  required  for 
each  operation.  A  similar  method  to  that  used  by  Mr.  Taylor  for  his  differen- 
tial rate  plan  can  be  readily  applied  to  any  system,  and  the  particulars 
accumulate  very  quickly. 

"When  several  men  work  on  one  job  a  time  allowance  can  be  fixed  for 
the  whole,  and  any  premium  earned  can  be  shared  in  the  proportion  each 
man's  time  wages  bears  to  the  total.  If  a  man  attends  more  than  one 
machine  a  margin  must  be  allowed  for  the  time  lost  by  his  attention  being 
divided.  Similarly,  if  with  one  or  more  machines  he  has  the  assistance  of 
a  boy  or  an  improver  a  part  only  of  the  assistant's  time  should  be  charged 
against  the  time  limit.  These  and  similar  rules  will  vary  according  to 
circumstances.  It  is  imperative  that  the  system  adopted  should  be  clearly 
explained  to  the  employees,  and  a  time  limit  after  it  has  been  established 
should  not  be  changed  unless  the  method  or  means  of  manufacture  are 
changed. 

BIBLIOGRAPHY. — Methods  of  Industrial  Eemuneration,  by  David  F.  Schloss  ("Williams 
and  Norgate). — Board  of  Trade  Report  (C.  7848),  1895,  on  Gain-sharing  and  certain  other  Systems 
of  Bonus  on  Production. — "The  PremiumSystemof  paying  Wages,"  reprinted  from  TheEngineer, 
1903. — "The  Engineering  Trade  and  the  Premium  System,"  Page's  Magazine,  Feb.  1903. — 
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I.  ENGLISH  LAW 

The  term  Prescription  is  in  England  only  used  in  reference  to  the  acquisi- 
tion of  rights  to  hereditaments,  viz.  by  user  by  the  person  claiming  it  and 
his  ancestors  or  predecessors  for  a  lengthened  term  without  title  known. 
Such  acquisition  of  right  without  title  proceeds  on  the  assumption  that  the 
title  has  been  lost.  Only  incorporeal  hereditaments  can  be  so  acquired,  and 
only  such  of  these  as  can  be  the  subject  of  a  grant,  since  this  mode  of  acquisi- 
tion presumes  the  loss  of  an  original  grant.  Similarly,  those  who  claim  by 
prescription  must  be  capable  of  acquiring  by  grant.  At  common  law  the 
length  of  user  required  was  that  "  whereof  the  memory  of  man  is  not  to  the 
contrary,"  and  a  hmit  of  retrospection  was  by  statute  fixed  at  the  beginning 
of  the  reign  of  Eichard  I.  But  practice  fixed  the  necessary  duration  at 
twenty  years,  provided  there  is  no  evidence  as  to  the  commencement  of  the 
usage.  The  user  must  be  uninterrupted,  open,  continuous,  and  peaceable, 
and  the  subject  of  the  user  must  be  specific  and  definite ;  also  an  enjoy- 
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ment  which  a  man  cannot  prevent  raises  no  presumption  of  consent  and 
acquiescence,  and-  cannot  therefore  found  a  prescriptive  right  (per  Thesiger, 
L.  J.,  in  Sturges,  1879,  11  Ch.  D.  852  at  863). 

The  Prescription  Act  1832  applies  mainly,  and  perhaps  solely,  to  the 
acquisition  of  easements  by  the  owner  of  a  dominant  over  a  servient  tene- 
ment. A  user  for  thirty  years  of  rights  of  common  and  "  all  other  profits 
or  benefits  to  be  taken  and  enjoyed  from  or  upon  any  land  "  (with  certain 
exceptions)  is  unaffected  by  showing  only  that  it  was  first  taken  or  enjoyed 
at  some  period  prior  thereto ;  and  a  user  for  sixty  years  is  unchallengeable, 
except  by  showing  that  it  was  enjoyed  under  some  agreement  expressed  in 
writing.  The  enjoyment  must  be  of  right,  uninterrupted,  and  capable  of 
being  interrupted.  A  user  of  any  way  or  easement,  or  of  any  watercourse,  or 
the  use  of  water,  requires  only  twenty  and  forty  years'  duration  in  place  of 
thirty  and  sixty  years.  A  claim  to  a  right  of  light  is  rendered  indefeasible 
in  twenty  years  unless  it  stands  upon  a  written  agreement.  No  interruption 
is  to  be  reckoned  unless  acquiesced  in  for  one  year,  and  the  prescriptive 
period  is  counted  back  from  the  commencement  of  any  action  relating  to 
the  right  claimed.  The  time  during  which  any  person  against  whom  the 
prescription  rims  is  an  infant,  idiot,  non  compos  mentis,  or  tenant  for  life,  is 
to  be  deducted. 

II.  SCOTS  LAW 
I.  Long  Pkescription 

1.  Positive. — The  Act  1617,  c.  12,  provides  that  peaceable  possession  for 
forty  years  renders  a  title  unchallengeable  except  on  the  ground  of  falsehood. 
The  statute  provides  that  the  years  of  minority  or  less-age  of  any  persons 
against  whom  prescription  is  running  are  to  be  deducted  in  reckoning  the 
forty  years.  By  sec.  34  of  the  Conveyancing  Act,  1874,  "  any  ex  facie 
valid  irredeemable  title  to  an  estate  in  land  recorded  in  the  appropriate 
register  of  sasines  "  is  made  a  sufficient  foundation  for  this  prescription, 
and  possession  on  such  title  for  twenty  years  is  substituted  for  the 
longer  period.  Moreover,  such  possession  for  the  space  of  thirty  years 
is  made  unchallengeable  on  the  ground  of  minority  or  less-age.  The 
two  requisites  are  (1)  title,  properly  recorded,  and  (2)  possession  following 
thereon  and  referable  thereto,  which  must  be  continuous,  peaceable,  un- 
interrupted, and  exclusive.  Given  these  two,  the  only  ground  upon  which 
the  right  can  be  assailed  under  the  statute  is  falsehood,  i.e.  forgery.  The 
Act  specifically  applies  to  all  feudal  subjects ;  but  it  has  been  extended  also 
to  leases,  tacks  of  teinds,  servitudes,  etc.,  which  are  heritages,  but  do  not 
require  infeftment.  The  Act  of  1874  does  not  apply  to  an  adjudication  or 
other  title  which  is  not  ex  facie  irredeemable,  and  rights  so  founded  are  still 
subject  to  the  Act  of  1617. 

2.  Negative. — The  Act,  1617,  c.  12,  provides  that  all  actions  "upon 
heritable  bonds,  reversions,  contracts,  or  others  whatsoever  ....  shall  be 
pursued  within  the  space  of  forty  years  after  the  date  of  the  same,  except 
the  said  reversions  be  incorporate  within  the  body  of  the  infeftments  used 
and  produced  by  the  possessor  of  the  said  lands,  for  the  title  of  the  same,  or 
registrated."  Subject  to  the  exception  of  reversions  narrated  in  gremio  of 
the  title  upon  which  lands  are  possessed  (in  which  case  the  owner  of  the 
lands  possesses  for  the  reserver),  this  provides  for  the  extinction  of  obliga- 
tions— whether  affecting  heritage  or  movables — in  40  years.  But  it  is  in- 
effectual to  extinguish  a  right  of  property.  The  provision  of  the  Act  with 
respect  to  the  years  of  minority  or  less-age  apply  to  the  negative  as  well  as 
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the  positive  prescription,  and  the  maxim  also  applies  contra  non  valentem 
agere  non  currit  praescriftio,  the  requisite  impediment  being  legal  and  not 
merely  physical ;  but  the  negative  prescription  is  not  affected  by  the  Con- 
veyancing Act  1874.  The  presumption  which  arises  from  failure  to  pursue 
the  debt  for  forty  years  is  that  the  creditor  has  abandoned  his  right,  and  it 
cannot  be  revived.  But  payment  of  interest  on  a  principal  sum  or  of  feu- 
duty,  etc.,  prevents  the  principal  obligation  from  prescribing.  A  claim  to 
each  term's  interest,  etc.,  prescribes  in  forty  years  from  the  term  when  it 
became  due.  The  date  whence  prescription  runs  is  that  on  which  the 
obligation  became  prestable;  and  the  Act  provides  that  in  actions  on 
warrandice  that  date  is  the  date  of  the  distress,  i.e.  eviction.  If  a  fresh 
acknowledgment  is  given  for  the  debt,  the  running  of  prescription  starts 
anew ;  and  otherwise  the  prescription  may  be  interrupted,  like  thfe  positive 
prescription,  either  judicially  or  extra-judicially. 

11.  Vicennial 

1.  Betours  of  Service. — The  Act  1617,  c.  13,  introduced  a  twenty  years' 
prescription  for  retours  of  service  in  favour  of  heirs,  after  which  time  re- 
duction of  such  retours  by  any  claiming  to  be  a  nearer  heir  should  be  in- 
competent. This  was  extended,  after  the  Titles  to  Land  Consolidation  Act 
1868,  to  extract  decrees  of  service,  special  or  general,  in  favour  of  heirs  either 
of  line  or  of  provision.  The  effect  of  the  prescription  is  to  render  the 
verdict  of  propinquity  res  judicata,  and  secure  the  service  from  all  challenge 
on  the  ground  of  error.  But  the  retour  must  be  ex  facie  valid  {Fullerton, 
1825,  1  Wilson  and  Shaw,  410).  The  exception  of  minority  of  the  person 
against  whom  the  prescription  runs  holds  in  this  case  also.  The  Convey- 
ancing Act  1874,  which  introduced  vesting  of  personal  rights  to  heritage 
without  service,  provided  by  sec.  13,  that  the  right  of  any  person  as  heir 
should  be  unchallengeable  after  twenty  years  from  the  date  of  his  in- 
feftment  and  entering  into  possession,  and  that,  in  the  absence  of  evidence 
to  the  contrary,  the  date  of  infeftment  should  be  assumed  to  be  the  date  of 
entering  into  possession. 

2.  Holograph  Writings. — This  was  introduced  by  the  Act  1669,  c.  9, 
and  applies  to  "holograph  missive  letters  and  holograph  bonds,  and 
subscriptions  in  compt  books  without  witnesses."  The  Act  applies  to 
all  holograph  writs  upon  which  an  obligation  can  be  founded.  The 
document  does  not  require  to  be  formal,  and  the  effect  of  the  statute  is  to 
place  on  the  pursuer,  after  a  lapse  of  twenty  years,  the  onus  of  proving  by 
the  oath  of  the  defender  the  genuineness  of  the  writing.  Prescription  may 
be  interrupted  by  action  or  diligence  upon  the  document,  and  the  Act  ex- 
pressly saves  the  years  of  minority. 

III.  Decennial 

The  Act  1696,  c.  9,  sets  up  a  ten  years'  prescription  of  claims  com- 
petent to  minors  and  pupils  (counting  from  majority  or  death)  by  action  of 
count  and  reckoning  against  tutors  and  curators ;  and  a  similar  prescription 
of  claims  at  the  instance  of  tutors  and  curators  against  pupils  and  minors 
(the  years  of  minority  being  deducted).  The  effect  of  the  prescription  is  in 
each  case  to  extinguish  the  claim. 

IV.  Septennial 

1.  Cautionary  Obligations. — By  the  Act  1695,  c.  5,  cautionary  obliga- 
tions prescribe  to  the  effect  of  becoming  extinguished  in  seven  years  from 
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their  date.  This  applies  although  the  cautioner  is  bound  as  principal  or 
co-principal  in  the  deed,  provided  that  there  is  a  clause  of  relief  in  the  bond 
or  a  separate  bond  of  relief  intimated  to  the  creditor.  Such  intimation 
need  not  be  formal  but  must  be  in  writing,  and  private  knowledge  on  the 
part  of  the  creditor  will  not  suffice.  The  provisions  of  the  Act,  however, 
do  not  apply  where  the  debt  is  not  liquid,  nor  where  the  obligation  is  not 
or  may  not  be  prestable  within  seven  years  from  the  date  when  it  was  in- 
curred, and  this  brings  within  the  exception,  inter  alia,  cautionary  obliga- 
tions for  payment  of  periodic  interest. 

2.  Citations. — By  the  Act  1669,  c.  10,  citations  used  for  the  purpose 
of  interrupting  the  running  of  any  prescription  prescribe  in  seven  years. 
But  the  years  of  minority  are  excepted. 

V.  Sexennial 

The  sexennial  prescription  of  bills  of  exchange  was  introduced  by  12 
Greo.  III.,  c.  72,  sec.  37.  It  limits  the  proof  both  of  constitution  and 
resting  owing  of  the  debt  after  six  years  to  the  oath  or  writ  (other  than  the 
bill)  of  the  debtor.  The  years  of  minority  of  the  creditor  are  not  reckoned. 
The  prescriptive  period  runs  from  the  time  when  the  sum  is  exigible,  and 
it  may  be  interrupted  by  diligence  or  judicial  demand  on  the  bill.  This 
prescription  does  not  apply  to  bank-notes,  and  it  does  not  affect  claims  for 
relief  among  co-obligants.  A  bill  which  has  prescribed  no  longer  proves 
the  debt,  but  may  be  used  as  an  adminicle  of  evidence 

VI.  Quinquennial 

By  the  Act  1669,  c.  9,  "  all  bargains  concerning  moveables  or  sums  of 
money  provable  by  witnesses  "  are,  after  the  lapse  of  five  years,  limited  to 
proof  by  writ  or  oath  of  the  debtor.  Such  bargains  include  sale,  loan,  pledge, 
etc.,  wherever  they  are  not  reduced  to  writing.  And  the  same  act  creates 
a  presumption,  after  five  years,  of  payment  of  minister's  stipend  and 
multures.  Eents  also,  by  the  same  Act,  prescribe  in  five  years  after  re- 
moving of  the  tenant.  Under  1669,  c.  9,  and  1685,  c.  14,  all  actions 
for  interrupting  the  short  prescriptions  prescribe  in  five  years,  and  inhibi- 
tions are  subject  to  a  like  term  of  prescription  under  37  and  38  Vict. 
c.  94,  sec.  42. 

VII.   TRIENNLA.L 

1.  Bents,  Wages,  Shopkeepers'  Accounts,  etc. — By  the  Act  1579,  c.  83,  a 
limitation  of  proof  to  writ  or  oath  of  the  debtor  both  as  to  the  constitution 
and  the  resting  owing  of  the  debt  is  placed  upon  a  number  of  obligations. 
These  are  described  as  "  house  maills,  men's  ordinaries,  servants'  fees, 
merchants'  accounts,  and  other  the  like  debts,  that  are  not  founded  upon 
written  obligations."  They  include  house-rents,  servants'  wages,  traders' 
and  shopkeepers'  accounts,  law -agents',  engineers',  surveyors',  and  other 
persons'  accounts  for  work  done  in  the  course  of  their  employment,  etc. 
The  three  years  run  from  the  date  when  the  particular  termly  payment 
became  due,  or  from  that  of  the  last  item  in  a  continuous  account.  The 
prescription  is  only  elided  by  a  competent  proceeding  to  enforce  payment. 

2.  Arrestments. — The  Act  1669,  c.  9,  set  up  a  five  years'  prescription  of 
arrestments  whether  on  a  decree  or  on  a  depending  action.  This  term  was 
by  1  and  2  Vict.  c.  114  reduced  to  three  years. 

3.  Removings. — Warnings  for  removing  cannot,  under  1579,  c.  82,  be 
followed  by  action  after  the  lapse  of  three  years  from  their  date. 

Edwin  Adam. 
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The  general  principles  of  the  law  relating  to  principal  and  agent  have 
already  been  dealt  with  in  this  work  under  the  heading  of  "  Agency."  In 
this  article  some  of  the  more  important  topics  set  out  in  the  above  table  of 
contents  are  treated  of  more  in  detail. 

Ratification. — The  doctrine  of  ratification  is  that  where  one  person  makes 
a  contract  or  does  any  other  act  in  the  name,  or  professedly  on  behalf,  of 
another  person,  such  other  person  may,  by  subsequently  adopting  the 
contract  or  act,  render  it  as  valid  and  binding  on  him  as  if  he  had  previously 
authorised  it.  The  principle  appHes  not  only  to  cases  where  an  agent  acts 
in  excess  of  his  authority,  but  also  where  a  person  having  no  authority  at 
all  professes  to  contract  or  act  as  agent  for  another ;  and  it  applies  to  torts, 
as  well  as  to  other  acts  and  transactions.  But  it  is  necessary  that  the  act 
should  be  done,  or  the  transaction  entered  into,  professedly  on  behalf  of  the 
person  who  subsequently  ratifies  it.  A.  cannot  ratify  a  contract  entered 
into  by  B.  on  his  own  behalf,  or  on  behalf  of  a  third  person.  Nor  can  an 
undisclosed  principal  ratify  a  contract  entered  into  by  an  agent  in  his  own 
name  in  excess  of  his  authority,  though  the  agent  in  fact  intended,  but 
without  communicating  such  intention  to  the  other  contracting  party,  to 
act  for  the  principal,  in  the  expectation  that  the  principal  would  ratify  the 
contract.  So  an  execution  creditor  cannot  ratify  a  wrongful  seizure  by 
the  sheriff,  because  the  seizure  is  made  in  performance  of  a  pubHc  duty, 
and  not  as  agent  for  the  creditor.  It  is  also  necessary  that  the  person 
ratifying  should  have  been  in  existence,  and  capable  of  being  ascertained, 
though  not  that  he  should  be  known  to  the  person  doing  the  act,  at  the 
time  when  the  act  was  done.  Thus  a  company  cannot  ratify  a  contract 
made  before  its  incorporation,  though,  of  course,  it  may  make  a  new 
contract  in  the  same  terms.  On  the  other  hand,  an  act  may  be  done  on 
behalf  of  an  heir,  or  of  an  owner  of  particular  property,  whoever  he  may  be, 
and  may  be  ratified  by  the  heir  or  owner,  when  ascertained,  though  he  was 
unknown  and  unascertained  at  the  time  when  the  act  was  done.  An 
executor  or  administrator  may  ratify  acts  done  on  behalf  of  the  estate 
before  the  grant  of  probate  or  administration. 

The  following  conditions  are  necessary  for  the  vahdity  of  a  ratifica- 
tion : — (1)  The  act  must  be  one  which  would  have  been  valid  if  it  had  been 
previously  authorised  by  the  person  ratifying  it.  A  corporation  or  in- 
corporated company  cannot  ratify  any  contract  or  transaction  which  is  ultra 
vires,  because  it  has  no  power  to  authorise  such  a  contract  or  transaction. 
(2)  The  ratification  of  a  contract  must  take  place  within  a  reasonable  time, 
and  certainly  before  the  time,  if  any,  fixed  for  the  commencement  of  the 
performance  thereof  by  the  other  contracting  party,  in  order  to  render  it 
binding  on  him.  (3)  The  ratification  of  a  deed  must  be  by  matter  of  record 
or  by  deed.  (4)  An  act  which  can  only  be  validly  done  within  a  particular 
time  must  be  ratified  within  that  time,  in  order  that  the  ratification  may 
be  binding  on  third  persons.  Thus  a  notice  to  quit  given  without  the 
landlord's  authority  cannot  be  made  binding  on  the  tenant  by  a  ratifica- 
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tion  after  the  expiration  of  the  time  for  giving  notice.  (5)  In  order  to 
justify  a  trespass  or  other  wrongful  act  by  ratification,  the  ratification  must 
take  place  at  a  time  when  the  person  ratifying  would  himself  have  been 
justified  in  doing  the  act.  (6)  The  act  ratified  must  be  voidable  only,  and 
not  void.  On  this  ground,  it  has  been  held  that  a  forgery  is  incapable  of 
ratification ;  but  there  has  been  some  difference  of  judicial  opinion  on 
the  point.  (7)  A  ratification  must  be  founded  on  a  full  knowledge  of  all 
the  material  circumstances  under  which  the  act  ratified  was  done,  unless  the 
person  ratifying  shows  that  he  intends  to  take  the  risk,  and  adopt  the  act, 
whatever  the  circumstances  may  have  been.  But,  provided  he  knows  of  all 
the  material  facts,  it  is  not  necessary  that  he  should  be  aware  of  the  legal 
consequences  of  the  act. 

Subject  to  the  rule  that  a  deed  can  only  be  effectively  ratified  by  matter 
of  record  or  by  deed,  a  ratification  may  be  express  or  implied,  all  that  is 
necessary  being  an  indication  of  an  intention  to  adopt  the  act  or  transac- 
tion, either  in  whole  or  in  part ;  and  the  adoption  of  part  of  a  transaction, 
with  full  knowledge  of  the  circumstances,  will  operate  as  a  ratification  of 
the  whole.  The  ratification  of  a  contract  in  writing,  even  where  writing  is 
required  by  statute  in  order  that  the  contract  should  be  enforceable,  may  be 
oral,  or  may  be  implied  from  conduct  showing  an  intention  to  adopt  it. 
The  receipt  of  a  portion  of  the  proceeds  of  an  unauthorised  sale  will  operate 
as  a  ratification  of  the  sale.  Where  an  agent  acts  in  excess  of  his  authority, 
the  mere  fact  that  the  principal  does  not  object  to  the  contract  or  act  when 
he  has  knowledge  of  it,  may  be  sufficient  evidence  of  ratification.  The 
directors  of  a  company  may  ratify  an  act  done  on  the  company's  behalf,  if 
the  act  is  one  which  they  would  themselves  have  had  power  to  do  or 
authorise  to  be  done  ;  but  if  the  act  is  beyond  the  scope  of  their  powers,  it 
can  only  be  effectively  ratified  by  the  shareholders  in  general  meeting. 

A  contract  may  be  ratified  by  the  person  in  whose  name  it  was  made, 
although  such  person  may  at  first  have  repudiated  it  as  not  having  been 
authorised  by  him ;  and  an  unauthorised  acceptance  of  au  offer  may  be 
ratified  after  the  person  making  the  offer  has  given  notice  of  its  withdrawal, 
because  the  ratification  is  deemed  to  relate  back  to  the  time  of  the  accept- 
ance, and  thus  render  the  notice  of  withdrawal  inoperative.  A  contract  of 
insurance  which  is  effected  on  behalf,  generally,  of  all  persons  interested,  may 
be  ratified  by  any  person  interested,  to  the  extent  of  his  interest ;  and  such 
a  contract  may  be  ratified  after  notice  of  a  loss. 

Subject  to  certain  exceptions,  a  ratification  has  the  same  effect  and  con- 
sequences, in  all  respects,  as  a  previous  authorisation  would  have  had.  As 
between  the  principal  and  agent,  its  effect  is  to  discharge  the  agent  from 
liability  for  having  exceeded  his  authority,  and  to  give  the  agent  the  same 
rights  of  reimbursement,  remuneration,  and  indemnity  as  if  he  had  been 
duly  authorised.  As  regards  third  parties,  the  ratification  of  a  contract 
will  render  it  valid  and  binding  on  the  principal,  and  will  entitle  him  to  sue, 
and  render  him  liable  to  be  sued  on  it,  and  will  discharge  the  agent  from 
personal  liability  on  the  implied  warranty  of  authority.  The  ratification  of  a 
tort  renders  the  principal  liable  jointly  and  severally  with  the  agent,  unless 
the  principal  can  justify  the  act,  in  which  case  the  ratification  discharges  the 
agent  from  liability.  The  following  are  the  exceptions  to  which  the  principle 
of  ratification  is  subject : — (1)  The  ratification  of  an  unauthorised  demand 
for  a  debt  will  not  take  away  the  right  of  the  debtor  to  plead  a  tender  made 
prior  to  such  demand.  (2)  The  ratification  of  an  unauthorised  demand  for 
delivery  of  goods  will  not  render  the  person  on  whom  the  demand  was  made 
liable  as  for  a  conversion  of  the  goods.    (3)  A  ratification  cannot  operate  to 
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divest  or  prejudicially  affect  a  right  in  rem  which  has  in  the  meantime 
become  vested  in  a  third  person.  Thus  the  ratification  of  a  stoppage 
in  transitu  will  not  divest  the  title  of  the  trustee  in  bankruptcy  of  the 
consignee,  if  such  ratification  takes  place  after  the  transit  is  ended.  (4)  An 
unauthorised  payment  cannot  be  eflfectively  ratified  after  the  money  has 
been  returned  to  the  person  who  paid  it.  In  no  case  does  a  ratification 
invest  the  agent  or  person  whose  act  is  ratified  with  any  new  authority. 

Remuneration  of  Agent. — The  right  of  an  agent  to  commission  or  re- 
muneration for  his  services  is  in  all  cases  founded  on  a  contract,  express  or 
implied.  The  mere  fact  that  services  are  rendered,  even  at  the  request  of 
the  principal,  is  not  of  itself  sufficient  to  support  a  claim  for  remuneration, 
unless  the  circumstances  of  the  case  are  such  as  to  show  that  the  parties 
intended  that  remuneration  should  be  paid.  Where,  however,  the  agent  is 
accustomed  to  undertake  agency  business  for  reward,  as  in  the  case  of  a 
house  or  estate  agent,  an  auctioneer,  or  factor,  a  contract  to  pay  him  the 
usual  commission  or  remuneration  will  be  implied  from  the  mere  fact  of 
his  employment,  unless  there  is  an  express  agreement  to  the  contrary,  or 
a  contrary  intention  plainly  appears  from  the  circumstances  of  the  particular 
case. 

Where  the  amount  of  remuneration  and  the  event  in  which  it  is  to 
become  payable  are  expressly  agreed  upon,  the  rights  of  the  agent  must  be 
ascertained  from  the  terms  of  the  express  contract,  and  no  other  agreement, 
whether  founded  on  custom  or  otherwise,  which  is  inconsistent  with  such 
terms  can  be  implied.  Thus  if  an  agent  is  employed  to  find  a  purchaser 
or  tenant  for  property,  and  it  is  agreed  that  he  shall  receive  a  certain 
commission  in  the  event  of  success,  he  is  not  entitled  to  claim  any  remunera- 
tion in  the  absence  of  success,  because  such  a  claim  is  inconsistent  with  the 
terms  of  the  contract.  So  if  it  is  expressly  agreed  that  the  commission 
shall  be  paid  on  the  happening  of  a  certain  event,  e.g.  on  the  delivery  of  an 
abstract  or  on  the  payment  of  purchase-money,  he  cannot  claim  the  com- 
mission until  the  condition  is  performed.  An  agent  may,  however,  in  such 
a  case,  claim  damages  for  wrongfully  preventing  him  from  earning  his 
commission,  if  the  transaction  falls  through  owing  to  the  default  of  the 
principal;  and  if  nothing  further  remains  to  be  done  by  the  agent  the 
measure  of  damages  may  be  the  full  amount  that  he  would  have  earned  if 
the  transaction  had  been  carried  through.  Evidence  of  d  custom  or  usage 
may  be  given  for  the  purpose  of  explaining  any  ambiguity  in  the  express 
contract,  or  for  the  purpose  of  adding  a  provision  which  is  not  inconsistent 
with  the  terms  thereof ;  and  in  the  absence  of  an  express  agreement  as  to 
remuneration  the  custom  or  usage  of  the  particular  trade  or  business  will 
govern  the  rights  of  the  agent  thereto.  Where  there  is  no  particular 
custom  or  usage,  and  the  circumstances  are  such  that  a  contract  to  pay 
remuneration  may  be  implied,  the  agent  may  claim  such  remuneration  as 
is  reasonable,  having  regard  to  the  services  rendered. 

Where  an  agent  is  paid  by  a  commission  on  transactions  brought  about 
by  him,  he  is  only  entitled  to  claim  commission  when  the  transaction  in 
respect  of  which  the  claim  is  made  is  a  direct  result  of  his  agency,  and  is  a 
transaction  the  bringing  about  of  which  was  within  the  scope  of  his  employ- 
ment. Thus,  where  a  house  agent  let  a  house  for  a  term  of  years,  the 
tenant  having  the  option  of  taking  it  for  a  further  term,  and  subsequently, 
through  the  intervention  of  another  agent,  the  tenant  took  the  house  for  a 
further  term  at  a  different  rent,  it  was  held  that  the  agent  who  originally 
procured  the  tenant  was  not  entitled  to  commission  in  respect  of  the  further 
term.     So  if  an  agent  is  employed  to  let  a  house,  and  a  tenant  procured  by 
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him  subsequently  buys  the  house  without  the  intervention  of  the  agent, 
the  agent  is  not  entitled  to  commission  on  the  sale.  It  is  not,  however, 
necessary  that  the  agent  should  be  acting  for  the  principal  at  the  time  of 
the  completion  of  the  transaction.  If  his  introduction  is  the  direct  cause 
of  the  transaction  being  brought  about,  he  may  be  entitled  to  commission 
though  it  is  completed  by  another  agent,  and  though  his  authority  has  been 
revoked  in  the  meantime.  A  principal  who  employs  more  than  one  agent 
for  the  same  purpose  may,  therefore,  have  to  pay  commission  twice  over. 

Where  commission  is,  by  agreement  or  usage,  payable  on  the  performance 
of  a  definite  undertaking,  the  agent  is  entitled  to  the  commission  when  he 
has  substantially  performed  such  undertaking,  even  if  the  transaction  falls 
through  and  his  services  result  in  no  benefit  to  the  principal,  provided  that 
it  was  not  owing  to  any  default  on  the  part  of  the  agent  that  the  transac- 
tion fell  through.  Thus  an  agent  employed  on  commission  to  procure  a 
loan  or  to  find  a  purchaser  for  property  is,  generally  speaking,  entitled  to 
the  commission  as  soon  as  he  has  found  a  person  who  is  ready  and  wiUing 
to  lend  the  amount  required  or  to  purchase  the  property  at  the  price  fixed, 
though,  owing  to  circumstances  for  which  the  agent  is  not  responsible,  the 
transaction  may  never  be  completed. 

An  agent  cannot  claim  remuneration  in  respect  of  any  transaction 
which  is  obviously,  or  to  his  knowledge,  unlawful,  or  in  respect  of  any 
gaming  or  wagering  transaction.  The  fact  of  a  transaction  being  unlawful 
will  not,  however,  preclude  an  agent  from  claiming  remuneration  in  respect 
of  it,  if  it  is  only  unlawful  by  reason  of  circumstances  which  are  not  known 
to  him.  Where,  owing  to  negligence,  or  want  of  due  skill,  or  misconduct 
on  the  part  of  an  agent  his  services  result  in  no  benefit  to  the  principal,  no 
remuneration  can  be  claimed  in  respect  of  such  services.  So  an  agent's 
right  to  remuneration  may  be  forfeited  by  wilful  misconduct,  or  by  his 
neglect  to  keep  proper  accounts.  Nor  is  an  agent  entitled  to  remuneration 
in  respect  of  any  unauthorised  act,  even  if  benefit  results  to  the  principal, 
unless  the  principal  ratifies  the  act.  Thus  if  a  house  agent,  being  employed 
to  procure  a  tenant  or  purchaser  for  a  house,  lets  it,  and  subsequently  finds 
a  purchaser  without  fresh  authority,  he  has  no  right  to  commission  on  the 
sale,  because  his  authority  expired  on  the  letting  of  the  house.  Where  an 
agent,  in  breach  of  his  duty  to  the  principal,  enters  into  a  transaction  in 
which  he  is  personally  interested,  he  is  not  entitled  to  remuneration  in 
respect  of  the  transaction,  even  if  the  principal  elects  to  confirm  it. 

Heimhursement  and  Indemnity  of  Agent. — Every  agent  has  a  right  to 
be  indemnified  by  his  principal  against  all  losses  and  liabilities,  and  to 
reimbursement  of  all  expenses  incurred  by  him  in  the  due  performance  of 
his  duties  as  an  agent.  This  right  is  founded  on  an  implied  contract,  and 
is  incidental  to  every  contract  of  agency.  If  an  agent  defends  an  action 
brought  against  him  in  reference  to  the  principal's  affairs,  and  has  to  pay 
damages,  he  is  entitled  to  indemnity  in  respect  of  the  damages  and  costs, 
provided  the  loss  was  not  due  to  his  own  default  or  negligence,  and  he  was 
acting  within  the  scope  of  his  authority  in  defending  the  action.  So  if  he 
compromises  such  an  action  in  good  faith,  after  having  given  the  principal 
notice  of  the  action,  and  not  having  received  from  him  any  instructions  as 
to  the  course  to  pursue,  he  will  be  entitled  to  indemnity ;  and,  provided  he 
used  his  best  judgment  in  the  matter,  it  is  immaterial  that  the  plaintiff 
would  not  under  the  circumstances  have  been  able  to  succeed  in  the  action. 
The  right  of  indemnity  is  not  confined  to  actual  losses,  but  extends  to  all 
liabilities  incurred  by  the  agent  in  the  proper  performance  of  his  duties. 
Thus,  if  a  stockbroker  incurs  liabilities  on  behalf  of  a  client,  he  is  entitled 
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to  be  indemnified  to  the  full  extent  of  such  liabilities,  although  he  has  only- 
paid  a  composition  on  his  debts,  including  such  liabilities,  and  by  the  regula- 
tions of  the  Stock  Exchange  the  creditors  cannot  sue  him  for  the  balance 
without  the  permission  of  the  committee.  Where  the  loss  or  liability  is 
incurred  in  pursuance  of  the  regulations,  customs,  or  usages  of  a  particular 
market,  the  agent  is  entitled  to  indemnity  if  the  principal  was  aware  of  the 
regulation,  custom,  or  usage  in  question,  and  agreed  to  be  bound  by  it,  at 
the  time  when  he  conferred  the  authority.  If  he  was  not  aware  of  it  at 
that  time,  the  question  whether  the  agent  can  claim  indemnity  depends 
upon  whether  the  regulation,  custom,  or  usage  is  a  reasonable  one.  If  it  is 
reasonable  the  principal  is  bound  by  it,  and  must  indemnify  the  agent,  but 
not  if  it  is  unreasonable. 

Indemnity  or  reimbursement  cannot  be  claimed  in  respect  of  any  tort 
or  other  unlawful  act  or  transaction,  if  the  act  or  transaction  is  obviously, 
or  to  the  agent's  knowledge,  unlawful,  or  in  respect  of  any  gaming  or  wager- 
ing transaction,  whether  such  claim  is  founded  on  an  express  or  implied 
promise.  But  an  agent  may  have  a  right  to  indemnity  against  liabilities 
incurred  in  consequence  of  a  trespass  or  other  tort,  if  the  act  is  only  wrongful 
by  reason  of  acts  unknown  to  him.  With  regard  to  gaming  and  wagering 
transactions,  it  should  be  noted  that  where  a  stockbroker  is  authorised  to 
buy  and  sell  stock  or  shares  for  a  speculative  account,  and  enters  into 
contracts  accordingly,  on  which  he  is  personally  liable,  he  is  entitled  to 
indemnity,  because  the  contracts  into  which  he  enters  are  real  contracts  of 
sale  or  purchase,  and  not  wagering  contracts ;  and  it  is  immaterial  that  it  is 
understood  between  him  and  the  principal  that  only  differences  are  to  be 
paid  or  received.  It  would  be  otherwise  if  the  broker  only  entered  into 
contracts  for  dijSerences. 

An  agent  is  not  entitled  to  indemnity  against  losses  incurred  in  conse- 
quence of  his  own  negligence  or  default,  nor  does  the  right  of  indemnity  or 
reimbursement  extend  to  losses  or  expenses  incurred  in  respect  of  any  un- 
authorised act  or  transaction,  unless  ratified  by  the  principal. 

Agent's  Lien. — The  nature  and  extent  of  an  agent's  lien  depend,  in  the 
absence  of  express  agreement,  upon  the  usage  or  custom  of  the  particular 
trade  or  business  in  which  he  is  employed.  A  general  lien  is  a  right  to 
retain  the  possession  of  goods  or  chattels  belonging  to  the  principal  for  a 
general  balance  of  account,  irrespective  of  whether  the  claim  arises  in 
respect  of  the  particular  goods  or  chattels  subject  to  the  lien,  whereas  a 
particular  lien  is  confined  to  claims  arising  in  respect  of  the  goods  or 
chattels  subject  thereto.  A  general  lien  can  only  arise  by  agreement, 
express  or  implied,  but  all  agents  have  a  particular  lien  on  goods  and 
chattels  in  their  possession  belonging  to  the  principal.  Factors,  brokers, 
solicitors,  bankers,  and  wharfingers  have  a  general  lien  by  implication  from 
custom.  The  lien  of  an  agent  extends  only  to  claims  arising  in  the  course 
of  the  agency,  and,  generally  speaking,  only  to  goods  and  chattels  in  the 
actual  or  constructive  possession  of  the  agent.  It  is  also  necessary  (1)  that 
the  agent  should  have  obtained  the  goods  or  chattels  lawfully ;  (2)  that  he 
should  have  obtained  them  in  the  capacity  in  which  he  claims  the  lien ; 
(3)  that  there  should  be  no  agreement  inconsistent  with  the  existence  of 
the  lien ;  and  (4)  that  the  goods  or  chattels  should  not  have  been  entrusted 
to  him  for  a  special  purpose  inconsistent  therewith.  The  lien  of  an  agent 
is  not  confined  to  debts,  but  extends  to  all  other  claims,  such  as  for  reimburse- 
ment or  indemnity,  arising  in  the  course  of  the  agency,  provided,  in  the 
case  of  a  particular  lien,  that  the  claim  arises  in  respect  of  the  goods  or 
chattels  in  question. 
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Contracts  of  Agent. — Liability  of  Principal. — A  contract  made  by  an 
agent  within  the  scope  of  his  authority  is,  generally  speaking,  deemed  in 
law  to  be  the  contract  of  the  principal,  who  is  therefore  under  the  same 
liability,  and  may  be  sued  in  his  own  name  on  the  contract,  as  if  he  had 
made  it  himself.  Subject  to  certain  exceptions  in  the  case  of  deeds,  bills 
of  exchange,  promissory  notes,  and  cheques,  and  in  the  case  of  foreign 
principals,  this  general  rule  applies  whether  the  principal  is  disclosed  or 
undisclosed,  and  whether  the  agent  is  personally  liable  on  the  contract  or 
not.  But  where  the  agent  is  personally  liable,  the  other  contracting  party 
must  elect  to  sue  either  one  or  the  other.  He  cannot  sue  both,  and  having 
once  made  his  election,  is  bound  by  it.  If  an  agent  buys  goods  in  his  own 
name,  and  they  are  invoiced  to  him,  the  seller  believing  him  to  be  acting 
on  his  own  behalf,  the  seller  may,  nevertheless,  on  discovering  who  the 
principal  is,  elect  to  charge  him  instead  of  the  agent.  And  in  such  a  case 
parol  evidence  is  admissible  to  show  who  is  the  principal,  even  where  the 
contract  is  in  writing,  and  from  the  terms  of  it  the  agent  appears  to  be 
the  contracting  party.  The  principal  will  not,  however,  be  liable  if  the 
express  terms  of  the  contract  are  inconsistent  with  such  liability.  And 
where  a  home  agent  contracts  on  behalf  of  a  foreign  principal,  the  principal 
is  prima  facie  not  liable  to  be  sued  on  the  contract,  because  a  home  agent 
has  generally  no  authority  to  establish  contractual  relations  between  his 
foreign  principal  and  third  persons.  As  a  rule,  in  the  case  of  a  foreign 
principal,  the  other  contracting  party  looks  to  the  agent,  and  the  agent  to 
the  principal.  A  foreign  principal  may,  however,  be  liable  if  it  is  proved 
that  he  authorised  the  agent  to  pledge  his  credit,  and  it  appears  that  that 
was  the  intention  of  the  parties. 

An  undisclosed  principal  is  not  liable  to  be  sued  on  a  bill  of  exchange, 
promissory  note,  or  cheque,  because  signature  is  essential  to  liability  on  such 
an  instrument.  Where  a  bill  of  exchange  is  addressed  to  an  agent  in  his 
own  name,  the  principal  is  not  liable  as  acceptor,  even  if  the  agent  accepts 
it  in  the  name  and  with  the  authority  of  the  principal,  because  no  person 
can  be  Kable  as  acceptor  of  a  bill  except  the  person  on  whom  it  is  drawn. 
On  the  other  hand,  if  the  bill  is  addressed  to  the  principal,  and  is  accepted 
by  the  agent  with  his  authority,  the  principal  is  liable  as  acceptor,  even  if 
the  acceptance  is  in  the  name  of  the  agent,  the  construction  most  favour- 
able to  the  validity  of  the  instrument  being  adopted  in  determining  whether 
a  signature  on  a  bill  is  that  of  the  principal  or  that  of  the  agent  by  whose 
hand  it  is  written.  The  liabihty  of  the  principal  as  drawer  or  indorser  of 
a  bill,  note,  or  cheque,  or  maker  of  a  promissory  note,  depends  upon  whether 
his  name  appears  as  that  of  the  contracting  party.  If  his  name  is  signed, 
or  the  signature  is  expressed  to  be  made  for  him  or  on  his  behalf,  and  the 
agent  was  duly  authorised  to  sign  for  him,  he  is  liable ;  but  not  if  the 
signature  is  in  the  agent's  own  name. 

Where  an  agent  contracts  in  such  terms  that  he  is  personally  liable  on 
the  contract,  and  the  other  contracting  party,  knowing  who  the  principal 
is,  elects  to  give  exclusive  credit  to  the  agent,  the  principal  is  discharged 
from  liability  on  the  contract.  But  it  is  necessary  that,  at  the  time  of  the 
election,  there  should  be  actual  knowledge  who  is  the  principal.  If  an 
agent  contracts  in  his  own  name,  and  the  other  contracting  party  gives 
credit  to  him,  believing  him  to  be  contracting  on  his  own  behalf,  or  not 
knowing  who  is  the  principal,  the  other  contracting  party  may,  on  dis- 
covering who  is  the  principal,  sue  him  on  the  contract,  unless  in  the  mean- 
time judgment  has  been  obtained  against  the  agent.  A  judgment  against 
an  agent   is,  while   it   subsists,  a  bar  to  any  proceedings   against  the 
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principal,  even  if  such  judgment  is  unsatisfied.  If,  however,  the  other 
contracting  party,  at  the  time  when  he  obtained  the  judgment,  did  not 
know  who  the  principal  was,  he  will  be  entitled,  on  getting  the  judgment 
set  aside,  to  sue  the  principal.  Except  where  judgment  is  obtained  against 
the  agent,  the  question  whether  there  has  been  an  election  to  give  exclusive 
credit  to  the  agent,  so  as  to  discharge  the  principal,  is  a  question  of  fact. 
The  conduct  of  the  other  contracting  party  must  be  such  as  to  show,  not 
merely  that  he  looks  to  the  agent  as  the  party  liable,  but  that  he  intends  to 
look  to  him  alone,  to  the  exclusion  of  the  principal. 

Where  an  agent  buys  goods  in  his  own  name  from  a  person  who  believes 
him  to  be  buying  them  on  his  own  account,  and,  while  the  seller  still  gives 
credit  to  the  agent  believing  him  to  be  the  principal,  the  principal  in  good 
faith  pays  the  agent  for  the  goods,  the  principal  is  discharged  from  liability 
to  the  seller.  Subject  to  this,  a  principal  will  not  be  discharged  from 
liability  on  a  contract  made  on  his  behalf,  by  paying  or  settling  with  the 
agent  who  made  the  contract,  unless  the  principal  was  led  to  beheve,  by  the 
conduct  of  the  other  contracting  party,  that  the  agent  had  settled  with  him, 
or  that  he  intended  to  look  to  the  agent  alone  for  a  settlement,  and  in  con- 
sequence of  such  behef  the  principal  paid  or  settled  with  the  agent.  Thus, 
if  the  other  contracting  party  takes  a  security  from  the  agent,  and  gives 
him  a  receipt  for  the  debt,  the  principal  will  be  discharged  if  he  pays  or 
settles  with  the  agent  on  the  faith  of  such  receipt.  A  settlement  between 
the  principal  and  agent  will  not,  however,  operate  to  discharge  the  principal 
merely  by  reason  of  delay  on  the  part  of  the  other  contracting  party  in 
enforcing  or  making  application  for  payment  of  the  debt,  unless  the  principal 
was  in  fact  misled  by  the  delay,  and  there  were  special  circumstances  render- 
ing the  delay  misleading  in  the  particular  case. 

Bight  of  Principal  to  sue. — ^As  a  general  rule,  the  principal,  whether 
disclosed  or  undisclosed,  is  entitled  to  sue  in  his  own  name  on  all  contracts 
duly  made  on  his  behalf.  Thus,  if  a  broker  or  factor  sells  goods  in  his  own 
name,  the  principal  may  intervene  and  sue  for  the  price,  even  if  the 
purchaser  believed  at  the  time  of  the  sale  that  the  broker  or  factor  was 
selling  his  own  goods.  Where  the  agent  contracts  in  his  own  name,  parol 
evidence  may  be  given  to  show  who  the  principal  is,  so  as  to  entitle  him  to 
sue  on  the  contract,  even  if  the  contract  is  in  writing ;  provided  that,  where 
the  contract  is  a  written  one,  such  evidence  is  not  admissible  if  it  is  incon- 
sistent with  the  express  terms  thereof.  Thus,  where  an  agent  executed  a 
charter-party  in  his  own  name,  and  was  described  therein  as  the  owner  of 
the  vessel,  it  was  held  that  evidence  could  not  be  given  to  prove  the  agency, 
because  such  evidence  would  be  inconsistent  with  the  statement  that  the 
agent  was  the  owner.  The  right  of  the  principal  to  sue  on  a  contract  made 
on  his  behalf  may  be  excluded  by  the  express  terms  of  the  contract ;  but 
such  right  is  not  affected  by  the  circumstance  that,  by  the  rules  or  customs 
of  the  market  in  which  the  contract  is  made,  the  agent  alone  is  regarded  as 
the  contracting  party.  Where  the  principal  is  a  foreigner,  he  is  prima, 
facie  not  entitled  to  sue  in  his  own  name  on  a  contract  made  by  his  agent 
in  this  country ;  because,  as  already  mentioned  in  treating  of  the  liability 
of  the  principal,  a  home  agent  is  not  generally  authorised  to  establish 
privity  of  contract  between  a  foreign  principal  and  third  persons.  Where 
an  agent,  who  makes  a  contract  in  such  terms  that  he  has  a  right  to  sue 
thereon,  has  a  lien  as  against  the  principal  on  the  subject-matter  of  the 
contract,  the  right  of  the  principal  to  sue  on  the  contract  is  subservient  to 
that  of  the  agent,  so  long  as  the  claim  for  which  the  lien  subsists  remains 
unsatisfied ;  and  a  payment  or  settlement  with  the  agent  before  the  satis- 
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faction  of  such  claim  will  operate  as  a  discharge  as  against  the  principal, 
even  if  the  principal  has  given  notice  to  the  other  contracting  party  not  to 
pay  or  settle  with  the  agent. 

In  an  action  by  the  principal  on  a  contract  made  by  an  agent,  the  fraud, 
misrepresentation,  or  non-disclosure  of  either  the  principal  or  the  agent  will 
be  available  by  way  of  defence  to  the  same  extent  as  the  fraud,  mis- 
representation, or  non-disclosure  of  the  principal  would  have  been  if  he  had 
himself  made  the  contract.  And  if  the  agent  was  held  out  as  the  principal 
in  the  transaction,  and  the  other  contracting  party  dealt  with  him  on  the 
faith  of  his  being  the  principal,  such  party  is  entitled  to  be  put  in  the  same 
position  at  the  time  when  he  receives  notice  of  the  agency  as  he  would  have 
been  in  if  the  agent  had  been  acting  on  his  own  behalf,  and  therefore,  in  an 
action  by  the  principal  on  the  contract,  to  avail  himself  of  any  defence 
which  he  could  have  set  up  against  the  agent  at  that  time.  Thus  if  an 
agent,  who  is  entrusted  with  the  possession  or  apparent  ownership  of  goods, 
sells  them  in  his  own  name  to  a  person  who  believes  he  is  selling  his  own 
goods,  and  the  buyer,  before  receiving  notice  of  the  agency,  pays  or  other- 
wise settles  with  the  agent  for  the  price,  such  payment  or  settlement  will 
operate  as  a  discharge  as  against  the  principal.  So  if  a  factor,  or  other 
agent  entrusted  with  the  possession  of  goods  or  the  documents  of  title 
thereto,  sells  the  goods  in  his  own  name,  the  buyer  is  entitled,  in  an  action 
by  the  principal  for  the  price,  to  set  off  a  debt  due  from  the  agent  person- 
ally, provided  such  debt  was  incurred  at  a  time  when  the  buyer  believed 
the  agent  to  be  the  principal  in  the  transaction.  This  principle,  however, 
only  applies  where  the  other  contracting  party  is  led  by  the  conduct  of  the 
principal  to  believe,  and  does  in  fact  believe,  that  the  agent  is  acting  on  his 
own  behalf.  If  a  buyer  knows  that  the  seller  is  acting  as  an  agent,  though 
he  does  not  know  who  the  principal  is,  or  if  he  has  no  particular  belief  one 
way  or  the  other,  he  has  no  right,  in  an  action  by  the  principal,  to  set  off  a 
debt  due  from  the  agent.  Nor  is  he  entitled  to  set  off  a  debt  which  was 
incurred  after  he  had  had  notice  of  the  agency,  even  if  he  thought  the 
agent  was  selling  his  own  goods  at  the  time  of  the  sale. 

Liability  of  Agent. — The  question  whether  an  agent  is  personally  liable 
on  a  contract  made  on  his  principal's  behalf  depends  upon  what  appears, 
from  the  terms  of  the  contract  and  the  circumstances  of  the  particular  case, 
to  have  been  the  intention  of  the  parties.  He  is  not  liable  on  a  contract 
made  merely  in  his  capacity  as  agent,  even  if  in  making  the  contract  he  is 
acting  in  excess  of  his  authority,  and  makes  it  fraudulently,  knowing  that 
he  is  not  authorised  to  do  so.  He  may,  however,  be  liable  as  for  breach  of 
an  implied  warranty  of  authority  where  the  contract  is  unauthorised. 
Where  it  appears  that  the  agent,  though  contracting  on  the  principal's 
behalf,  intended  to  pledge  his  personal  credit,  he  is  personally  liable,  and 
the  other  contracting  party  has  the  right  to  elect  whether  he  will  sue  the 
principal  or  the  agent,  and  in  such  a  case  it  is  immaterial  whether  the 
principal  is  disclosed  or  undisclosed.  It  may  very  well  be  that  an  agent 
acting  for  a  disclosed  principal  intends  to  pledge  his  own  credit  as  well  as 
that  of  the  principal,  or  he  may  lead  the  other  contracting  party  to  suppose 
that  such  is  his  intention,  so  as  to  estop  himself  from  denying  it.  Thus, 
where  an  auctioneer  sold  goods  which  were  in  his  possession,  and  the 
conditions  of  sale  provided  that  the  lots  should  be  cleared  within  three 
days,  and  that  if  from  any  case  the  auctioneer  was  unahle  to  deliver,  etc., 
the  buyer  should  accept  compensation,  it  was  held  that  the  auctioneer  must 
be  deemed  to  have  intended  to  contract  personally  for  the  due  dehvery  of 
the  goods,  although  the  name  of  the  principal  was  disclosed  at  the  time 
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of  the  sale.  So  if  an  agent  takes  delivery  of  goods  under  a  bill  of  lading 
which  provides  that  the  goods  shall  be  delivered  to  the  "  consignee  or  his 
assigns,  he  or  they  paying  freight,"  he  is  personally  liable  for  the  payment 
of  the  freight,  though  the  bill  of  lading  was  assigned  to  him  merely  as  an 
agent  for  sale.  A  home  agent  contracting  on  behalf  of  a  foreign  principal 
is  presumed  to  intend  to  contract  personally  unless  a  contrary  intention 
clearly  appears. 

In  the  case  of  a  contract  under  seal,  the  question  whether  the  agent  is 
personally  liable  depends  upon  the  manner  in  which  the  deed  is  executed. 
If  the  principal  is  named  as  the  party  to  the  deed,  and  it  is  executed  in  his 
name,  or  is  expressed  to  be  executed  for  him  or  on  his  behalf,  the  agent  is 
not  liable.  But  if  the  deed  is  executed  by  the  agent  in  his  own  name,  he 
is  personally  liable,  even  if  he  is  described  in  the  deed  as  acting  for  and  on 
behalf  of  a  named  principal.  In  the  case  of  a  bill  of  exchange,  promissory 
note,  or  cheque,  the  personal  liability  of  the  agent  depends  upon  whether 
his  name  is  signed  as  that  of  the  contracting  party.  If  a  bill  is  drawn  on 
an  agent  in  his  own  name,  and  he  signs  it,  he  will  be  liable  as  acceptor, 
even  if  he  adds  words  to  the  signature  indicating  that  he  signs  for  and  on 
behalf  of  a  named  principal,  because  no  person  can  be  liable  as  acceptor 
except  the  drawee,  and  in  determining  whether  a  signature  is  that  of  the 
principal  or  that  of  the  agent  by  whose  hand  it  is  written,  the  construction 
most  favourable  to  the  validity  of  the  instrument  is  adopted.  On  the  other 
hand,  if  the  bill  is  drawn  on  the  principal,  the  agent  is  not  liable  as  acceptor, 
even  if  he  accepts  it  in  his  own  name,  without  qualification.  The  liability 
of  an  agent  as  drawer  or  indorser  of  a  bill,  note,  or  cheque,  or  maker  of  a 
note,  depends  upon  whether  he  signs  the  principal's  or  his  own  name,  and  if 
he  signs  his  own  name,  whether  he  has  added  words  to  the  signature  in- 
dicating that  he  signs  as  an  agent  or  for  and  on  behalf  of  a  principal.  The 
mere  addition  of  the  word  "  agent "  as  a  description  is  not  sufficient  to 
exclude  personal  liability.  It  is  necessary  that  the  words  should  indicate 
that  he  signs  in  the  capacity  of  agent. 

With  regard  to  written  contracts  other  than  deeds,  bills,  notes,  or 
cheques,  the  intention  of  the  agent,  and  consequently  his  liability,  must 
generally  be  ascertained  from  the  terms  of  the  written  agreement  as  a 
whole.  If  signed  by  him  in  his  own  name,  without  qualification,  he  will 
be  deemed  to  have  contracted  personally,  unless  a  contrary  intention 
plainly  appears  from  other  portions  of  the  document.  If,  on  the  other 
hand,  he  adds  words  to  the  signature  indicating  that  he  signs  as  agent,  or 
for  or  on  behalf  of  a  principal,  he  will  not  be  personally  liable,  unless  it 
appears  from  the  terms  of  the  contract  that,  notwithstanding  the  qualified 
signature,  he  intended  to  bind  himself  personally.  If  the  agent  is  described 
as  contracting  "  as  agent  for,"  or  "  on  behalf  of,"  or  "  on  account  of"  a  named 
principal,  whether  in  the  body  of  the  contract  or  as  quahfying  the  signature, 
that  will  generally  be  sufficient  to  exclude  personal  liability ;  but  the  mere 
fact  that  he  is  described  as  an  agent  for  a  named  principal,  where  he  is  not 
expressed  to  be  contracting  or  signing  as  such,  will  not  raise  any  pre- 
sumption that  he  did  not  intend  to  pledge  his  own  credit. 

Where  the  terms  of  a  written  contract  are  such  as  to  indicate  an  inten- 
tion by  the  agent  to  contract  personally,  parol  evidence  is  not  admissible 
to  show  that  such  was  not  the  intention  of  the  parties,  because  the  effect  of 
such  evidence  would  be  to  contradict  the  written  agreement.  But  where 
the  contract  is  in  such  terms,  or  the  signature  is  in  such  a  form,  as  to 
prima  facie  exclude  ^personal  liability,  parol  evidence  is  nevertheless 
admissible  to  show  that,  by  the  custom  or  usage  of  the  particular  trade,  an 
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agent  contracting  in  such  a  way  is,  under  the  circumstances,  personally 
Imble;  provided  that  such  custom  or  usage  is  not  inconsistent  with  the 
express  terms  of  the  contract.  Thus,  it  may  be  shown  that,  by  the  custom 
or  usage  of  the  trade,  an  agent  contracting  as  such  is  personally  liable, 
unless  the  name  of  the  principal  is  disclosed  in  the  contract,  or  is  disclosed 
within  a  reasonable  time  after  the  contract  is  made.  Parol  evidence  is 
also  admissible  to  show  that  a  person  contracting  professedly  as  an  agent 
is  in  fact  the  real  principal,  so  as  to  render  him  liable  on  the  contract. 

Bight  of  Agent  to  sue. — An  agent  may  sue  in  his  own  name  on  any 
contract  on  which  he  is  personally  liable  by  reason  of  his  having  contracted 
personally.  But  he  has  no  right  to  sue  on  a  contract  made  merely  in  his 
capacity  as  agent,  unless  he  has  a  beneficial  interest  in  the  completion  of 
the  contract,  or  has  a  lien  on,  or  special  property  in,  the  subject-matter 
thereof.  It  is  immaterial  whether  the  principal  is  disclosed  or  undisclosed. 
Thus,  if  a  broker  sells  goods  professedly  as  broker,  he  cannot  sue  the  buyer 
for  the  price,  or  for  refusing  to  accept  the  goods.  But  if,  on  the  other 
hand,  he  buys  or  sells  goods  in  his  own  name,  so  as  to  be  personally  liable 
on  the  contract,  he  is  entitled  to  sue  in  his  own  name,  even  though  the 
other  contracting  party  may  have  been  informed  at  the  time  of  the  contract 
that  he  was  acting  for  a  principal.  A  factor  or  auctioneer  may  sue  in  his 
own  name  for  the  price  of  goods  sold  by  him  in  that  capacity,  although  he 
has  not  contracted  personally,  because  he  has  a  special  property  in  the 
goods,  and  may  be  entitled  to  a  lien  thereon. 

Where  an  agent  has  a  right  to  sue  in  his  own  name  on  a  contract,  and 
would  be  entitled,  as  against  the  principal,  to  a  lien  on  any  sum  recovered, 
his  right  to  sue  has  priority  to  that  of  the  principal ;  and  in  such  a  case,  a 
settlement  between  the  principal  and  the  other  contracting  party  will  not 
bind  the  agent,  so  as  to  prejudice  his  right  of  lien,  unless  the  agent  by  his 
conduct  led  the  other  contracting  party  to  believe  that  he  would  be  dis- 
charged by  such  settlement ;  nor  will  the  other  contracting  party,  in  an 
action  by  the  agent,  be  permitted  to  set  off  a  debt  due  from  the  principal, 
if  such  set-off  will  operate  to  the  prejudice  of  the  agent's  lien.  Where  the 
agent  would  not  be  entitled  to  a  lien  on  the  sum  recovered,  his  right  to  sue 
on  a  contract  made  on  the  principal's  behalf  is  subservient  to  the  right  of 
the  principal  to  sue,  and  ceases  on  the  intervention  of  the  principal ;  and 
the  other  contracting  party,  where  the  principal  does  not  intervene,  is 
entitled,  in  an  action  by  the  agent,  to  avail  himself  of  any  defence  which 
would  have  been  available  if  the  principal  had  sued,  and  may  set  off  a  debt 
due  from  the  principal.  And  in  any  action  by  an  agent  on  a  contract 
made  on  the  principal's  behalf,  the  admissions  of  the  principal  may  be  used 
in  evidence  against  the  agent,  as  well  as  his  own  admissions;  and  the 
defendant  is  entitled  to  the  same  right  of  discovery  as  he  would  have  had 
if  the  principal  had  been  a  party  to  the  action. 

Implied  Warranty  of  Authority. — Where  a  person,  expressly  or  by  his 
conduct,  represents  that  he  has  authority  to  contract  or  act  on  behalf  of 
another  person,  and  the  person  to  whom  such  representation  is  made  acts 
upon  it,  the  person  making  the  representation  is  deemed  to  warrant  that 
he  has  the  authority  which  he  represents  himself  to  have,  unless  a  contrary 
intention  is  proved.  And  the  mere  fact  that  a  person  professes  to  contract 
on  behalf  of  another  is  itself  a  sufficient  representation  that  he  has  the 
authority  he  professes  to  exercise,  so  as  to  imply  a  warranty  of  authority  to 
the  person  with  whom  the  contract  is  made.  It  is  immaterial  whether  the 
professing  agent  acts  in  good  faith,  in  the  belief  that  he  is  duly  authorised, 
or  whether  he  acts  fraudulently,  with  the  knowledge  that  he  is  not  so 
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authorised ;  except  that,  where  he  acts  fraudulently,  the  other  party  may  elect 
either  to  sue  him  in  an  action  of  deceit,  or  to  sue  him  for  breach  of  the 
implied  warranty.  A  warranty  of  authority  will  not  be  implied  contrary 
to  the  intention  of  the  parties.  Where  a  shipbroker  signed  a  charter-party 
"  by  telegraphic  authority,  as  agent,"  and  evidence  was  given  that  such  a 
form  of  signature  was  commonly  adopted  in  order  to  prevent  any  further 
warranty  being  implied  than  that  a  telegram]  had  been  received  which,  if 
correct,  authorised  the  agent  to  make  the  contract,  it  was  held  that  the 
shipbroker  was  not  liable  for  a  mistake  in  the  telegram.  Nor  does  the 
implied  warranty  extend  to  an  innocent  misrepresentation  or  misconception 
in  the  nature  or  extent  of  the  authority  in  point  of  law,  where  the  facts 
upon  which  the  authority  depends  are  equally  well  known  to  both  parties. 

The  measure  of  damages  for  breach  of  a  warranty  of  authority  is  the 
loss  sustained  as  a  natural  and  probable  consequence  of  the  warranty  not 
being  true.  That  is  to  say,  the  plaintiff  is  entitled,  not  merely  to  recover 
the  loss  he  has  sustained  in  consequence  of  his  acting  upon  the  misrepre- 
sentation, but  also  the  probable  profit  which  he  would  have  made  if  the 
contract  or  transaction  had  been  duly  authorised  by  the  principal.  Thus, 
if  an  agent  who  is  authorised  to  sell  goods  for  £110  sells  them  for  £100, 
and  the  true  value  of  the  goods  is  £150,  the  measure  of  damages  in  an 
action  for  breach  of  warranty  of  authority — the  principal  having  repudiated 
the  sale — is  £50. 

Factors  Acts. — The  Factors  Act  1889,  which  was  extended  to  Scotland 
by  the  Factors  (Scotland)  Act  1890,  repealed  the  previous  enactments  for 
the  protection  of  persons  dealing  with  mercantile  agents,  and  consolidated 
and  amended  their  provisions.  For  the  purposes  of  the  Act,  the  expression 
"mercantile  agent"  means  a  mercantile  agent  having  in  the  customary 
course  of  his  business  as  such  agent  authority  either  to  sell  goods,  or  to 
consign  goods  for  the  purpose  of  sale,  or  to  buy  goods,  or  raise  money  on 
the  security  of  goods;  the  expression  "goods"  includes  wares  and  mer- 
chandise ;  the  expression  "  document  of  title "  includes  any  bill  of  lading, 
dock  warrant,  warehouse-keeper's  certificate,  and  warrant  or  order  for  the 
delivery  of  goods,  and  any  other  document  used  in  the  ordinary  course  of 
business  as  proof  of  the  possession  and  control  of  goods,  or  authorising  or 
purporting  to  authorise,  either  by  indorsement  or  by  delivery,  the  possessor 
of  the  document  to  transfer  or  receive  goods  thereby  represented;  the 
expression  "pledge"  includes  any  contract  pledging,  or  giving  a  lien  or 
security  on,  goods,  whether  in  consideration  of  an  original  advance  or  of 
any  further  or  continuing  advance,  or  of  any  pecuniary  liability;  the 
expression  "person"  includes  any  body  of  persons  corporate  or  unincor- 
porate ;  and  a  person  is  deemed  to  be  in  possession  of  goods,  or  of  the  docu- 
ments of  title  to  goods,  where  the  goods  or  documents  are  in  his  actual 
custody  or  are  held  by  any  other  person  subject  to  his  control  or  for  him 
or  on  his  behalf  (sec.  1). 

Sec.  2  provides  that:  (1)  Where  a  mercantile  agent  is,  with  the  con- 
sent of  the  owner,  in  possession  of  goods  or  of  the  documents  of  title  to 
goods,  any  sale,  pledge,  or  other  disposition  of  the  goods,  made  by  him 
when  acting  in  the  ordinary  course  of  business  of  a  mercantile  agent,  shall, 
subject  to  the  provisions  of  the  Act,  be  as  valid  as  if  he  were  expressly 
authorised  by  the  owner  of  the  goods  to  make  the  same ;  provided  that  the 
person  taking  under  the  disposition  acts  in  good  faith,  and  has  not  at  the 
time  of  the  disposition  notice  that  the  person  making  the  disposition  has 
not  authority  to  make  the  same.  (2)  Where  a  mercantile  agent  has,  with 
the  consent  of  the  owner,  been  in  possession  of  goods  or  of  the  documents  of 
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title  to  goods,  any  sale,  pledge,  or  other  disposition,  which  would  have  been 
valid  if  the  consent  had  continued,  shall  be  valid  notwithstanding  the 
determination  of  the  consent :  provided  that  the  person  taking  under  the 
disposition  has  not  at  the  time  thereof  notice  that  the  consent  has  been 
determined.  (3)  Where  a  mercantile  agent  has  obtained  possession  of  any 
documents  of  title  to  goods  by  reason  of  his  being  or  having  been,  with  the 
consent  of  the  owner,  in  possession  of  the  goods  represented  thereby,  his 
possession  of  the  first-mentioned  documents  of  title  shall,  for  the  purposes  of 
the  Act,  be  deemed  to  be  with  the  consent  of  the  owner.  (4)  For  the  pur- 
poses of  the  Act  the  consent  of  the  owner  shall  be  presumed  in  the  absence 
of  evidence  to  the  contrary. 

Sec.  3  provides  that  a  pledge  of  the  documents  of  title  to  goods  shall 
be  deemed  to  be  a  pledge  of  the  goods.  Sec.  4,  that  where  a  mercantile 
agent  pledges  goods  as  security  for  a  debt  or  liability  due  from  the  pledger 
to  the  pledgee  before  the  time  of  the  pledge,  the  pledgee  shall  acquire  no 
further  right  to  the  goods  than  could  have  been  enforced  by  the  pledger  at 
the  time  of  the  pledge.  Sec.  5,  that  the  consideration  necessary  for  the 
validity  of  a  sale,  pledge,  or  other  disposition,  of  goods,  in  pursuance  of  the 
Act,  may  be  either  a  payment  in  cash,  or  the  delivery  or  transfer  of  other 
goods,  or  of  a  document  of  title  to  goods,  or  of  a  negotiable  security,  or  any 
other  valuable  consideration ;  but  that,  where  goods  are  pledged  by  a 
mercantile  agent  in  consideration  of  the  delivery  or  transfer  of  other  goods, 
or  of  a  document  of  title  to  goods,  or  of  a  negotiable  seccurity,  the  pledgee 
shall  acquire  no  right  or  interest  in  the  goods  so  pledged  in  excess  of  the 
value  of  the  goods,  documents,  or  security  when  so  delivered  or  transferred 
in  exchange.  Sec.  6,  that  for  the  purposes  of  the  Act  an  agreement  made 
with  a  mercantile  agent  through  a  clerk  or  other  person  authorised  in  the 
ordinary  course  of  business  to  make  contracts  of  sale  or  pledge  on  his  behalf 
shall  be  deemed  to  be  an  agreement  with  the  agent. 

By  sec.  7,  where  the  owner  of  goods  has  given  possession  of  the  goods  to 
another  person  for  the  purpose  of  consignment  or  sale,  or  has  shipped  the 
goods  in  the  name  of  another  person,  and  the  consignee  of  the  goods  has  not 
had  notice  that  such  person  is  not  the  owner  of  the  goods,  the  consignee,  in 
respect  of  advances  made  to  or  for  the  use  of  such  person,  has  the  same  lien 
on  the  goods  as  if  such  person  were  the  owner  of  the  goods,  and  may 
transfer  any  such  lien  to  another  person ;  but  nothing  in  the  section  limits 
or  affects  the  validity  of  any  sale,  pledge,  or  disposition  by  a  mercantile 
agent. 

Sees.  8  and  9  refer  to  dispositions  by  sellers  and  buyers  of  goods,  and 
sec.  10  to  the  effect  of  the  transfer  of  documents  of  title  on  a  seller's  lien 
or  right  of  stoppage  in  transitu.  These  sections  are  reproduced  in  the  Sale 
of  Goods  Act  1893,  and  are  treated  of  under  the  title  "  Sale  of  Goods." 

Sec.  11  provides  that,  for  the  purposes  of  the  Act,  the  transfer  of  a 
document  may  be  by  indorsement,  or,  where  the  document  is  by  custom  or 
by  its  express  terms  transferable  by  delivery,  or  makes  the  goods  deliverable 
to  the  bearer,  then  by  delivery.  Sec.  12,  that  nothing  in  the  Act  shall  authorise 
an  agent  to  exceed  or  depart  from  his  authority  as  between  himself  and  his 
principal,  or  exempt  him  from  any  liability,  civil  or  criminal,  for  so  doing ; 
or  shall  prevent  the  owner  of  goods  from  recovering  them  from  an  agent  or 
his  trustee  in  bankruptcy  at  any  time  before  the  sale  or  pledge  thereof,  or 
shall  prevent  the  owner  of  goods  pledged  by  an  agent  from  having  the 
right  to  redeem  the  goods  at  any  time  before  the  sale  thereof,  on  satisfying 
the  claim  for  which  the  goods  were  pledged,  and  paying  to  the  agent,  if  by 
him  required,  any  money  in  respect  of  which  the  agent  would  by  law  be 
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entitled  to  retain  the  goods  or  the  documents  of  title  thereto,  or  any  of  them, 
by  way  of  lien  as  against  the  owner,  or  from  recovering  from  any  person 
with  whom  the  goods  have  been  pledged  any  balance  of  money  remaining 
in  his  hands  as  the  produce  of  the  sale  of  the  goods  after  deducting  the 
amount  of  his  lien ;  or  shall  prevent  the  owner  of  goods  sold  by  an  agent 
from  recovering  from  the  buyer  the  price  agreed  to  be  paid  for  the  same,  or 
any  part  of  that  price,  subject  to  any  right  of  set-off  on  the  part  of  the 
buyer  against  the  agent.  And  sec.  13,  that  the  provisions  of  the  Act  shall 
be  construed  in  amplification  and  not  in  derogation  of  the  powers  exercis- 
able by  an  agent  independently  of  the  Act. 

The  Act  applies  only  to  dispositions  made  by  mercantile  agents  as  above 
defined,  and  only  to  dispositions  which  are  made  by  them  in  the  ordinary 
course  of  their  business  as  such  agents.  Where  a  wine  merchant's  clerk, 
who  was  permitted  to  have  the  possession  for  the  purposes  of  his  master's 
business  of  dock  warrants  for  wine  belonging  to  the  master,  fraudulently 
pledged  the  warrants,  it  was  held  that  the  pledgee  was  not  protected  by  the 
Act,  because  the  clerk  was  not  a  mercantile  agent  within  the  definition. 
So  where  an  agent,  who  was  employed  on  commission  to  sell  jewellery  by 
retail,  fraudulently  pawned  some  of  the  jewellery,  it  was  held  that  the 
pawnbroker  was  not  protected  by  the  Act,  because  the  transaction  was  not 
one  in  the  ordinary  course  of  business  of  a  mercantile  agent.  So  if  advances 
are  made  on  furniture  in  a  house  which  an  agent  occupies  with  the  consent 
of  the  owner  of  the  furniture,  the  person  making  the  advances  believing  the 
agent  to  be  the  owner,  the  transaction  is  not  within  the  scope  of  the  Act. 
Nor  does  the  Act  apply  where  the  person  dealing  with  the  agent  knows  that 
he  is  acting  in  excess  of  his  authority,  or  where  the  circumstances  are  such 
as  would  lead  a  reasonable  man  of  business  to  beheve  that  the  agent  is 
exceeding  his  authority  or  acting  in  bad  faith ;  nor  unless  the  agent  obtained 
or  has  possession  of  the  goods  or  document  of  title  with  the  consent  of  the 
owner. 

Secret  Profits  and  Bribery. — All  secret  profits  and  benefits  received  by 
an  agent  in  the  course  or  by  means  of  the  agency  are  deemed  to  be  received 
for  the  use  of  the  principal,  and  the  agent  is  accordingly  liable  to  account 
to  the  principal  for  the  amount  or  value  of  all  such  profits  or  benefits.  It 
is  immaterial  whether  the  principal  suffered  any  loss  or  injury  in  consequence 
of  the  acquisition  of  the  profit  or  benefit,  or  whether  the  agent  incurred  a  risk 
of  loss.  Thus,  where  a  shipmaster,  who  was  instructed  to  employ  the  ship 
to  the  best  advantage,  and  being  unable  to  procure  remunerative  freight, 
loaded  her  with  a  cargo  of  his  own,  it  was  held  that  he  was  liable  to  account 
to  the  shipowners  for  the  profit  from  the  sale  of  the  cargo,  and  not  merely 
for  reasonable  freight.  So  if  an  agent  purchases  a  debt  owing  by  the 
principal,  or  a  charge  on  the  principal's  property,  he  will  only  be  permitted 
to  charge  the  principal  with  the  amount  actually  paid  for  the  debt  or 
charge,  with  interest.  Where,  however,  the  principal  is  aware  that  the 
agent  receives  remuneration  from  third  persons  with  whom  he  deals  on 
the  principal's  behalf,  such  remuneration  is  not  a  secret  profit  for  which  the 
agent  is  liable  to  account  merely  because  the  principal  is  under  a  mis- 
apprehension as  to  the  amount  thereof,  the  remuneration  being  at  the  usual 
rate  in  the  particular  business,  and  the  principal  not  having  made  any 
inquiry  as  to  its  amount. 

Where  an  agent  accepts  a  bribe  in  the  course  of  his  agency,  he  is  liable 
to  account  to  the  principal  for  the  amount  or  value  thereof,  with  interest  at 
the  rate  of  5  per  cent  per  annum  from  the  date  when  he  received  it,  and  if 
the  property  received  has  fluctuated  in  value  while  in  the  agent's  possession. 
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it  must  be  accounted  for  at  its  highest  value  during  that  time.  Whether 
the  agent  was  in  fact  influenced  by  the  bribe  is  not  material  with  respect 
to  his  liability  to  account  for  its  value,  with  interest ;  but  if  he  was  induced 
by  the  bribery  to  enter  into  any  transaction  disadvantageous  to  the  principal, 
he  is  liable,  jointly  and  severally  with  the  person  bribing  him,  for  any  loss 
which  the  principal  may  have  sustained.  This  liability  is  in  addition  to 
his  liability  to  account  for  the  bribe,  and  in  computing  the  loss  sustained 
by  the  principal,  any  amount  which  the  principal  may  have  received,  or 
may  be  entitled  to  receive,  in  respect  of  the  bribe,  is  not  taken  into  con- 
sideration. The  principal  is  entitled  to  repudiate  any  contract  or  transac- 
tion entered  into  under  the  influence  of  bribery,  even  if  the  bribe  was  not 
given  in  direct  relation  to  the  particular  transaction,  but  merely  to  influence 
the  agent  generally  in  favour  of  the  briber ;  and  the  acceptance  of  a  bribe 
justifies  the  dismissal  of  the  agent  without  notice.  Moreover,  the  briber 
and  the  agent  may  be  prosecuted  criminally  for  conspiracy  to  defraud  the 
principal 

Payment  to  Agent. — A  payment  to  an  agent,  in  order  to  bind  the 
principal,  ought  to  be  in  cash,  unless  it  clearly  appears  that  the  agent  was 
authorised  to  receive  payment  in  some  other  form.  A  custom  or  usage  of 
a  particular  business  or  market  for  an  agent  to  receive  payment  by  way  of 
set-off  or  settlement  of  accounts  between  himself  and  the  person  making  the 
payment,  is  unreasonable,  and  is  not  binding  on  a  principal,  unless  he  was 
aware  of  the  custom  or  usage  at  the  time  when  he  authorised  the  agent  to 
receive  payment ;  but  a  special  custom  or  usage  to  receive  a  cheque  in  lieu 
of  cash  is  reasonable  and  binding  on  the  principal.  Where  an  agent  is 
authorised  to  sell  goods  and  receive  payment,  the  payment  must  be  made 
in  the  ordinary  course  of  business,  and  according  to  the  terms  of  the 
contract,  if  the  buyer  knows  of  the  agency,  otherwise  the  principal  will  not 
be  bound  by  it.  But  if  an  agent  is  authorised  to  receive  payment,  and 
retain  the  amount  received,  or  a  portion  of  it,  in  satisfaction  of  a  debt  due 
to  him  from  the  principal,  or  if  the  agent  would  be  entitled  to  a  hen  on  the 
amount  received,  he  has  authority,  to  the  extent  of  such  debt  or  lien,  to 
receive  payment  by  way  of  set-off  or  settlement  of  accounts,  or  in  such  other 
manner  as  he  may  think  fit.  W.  Bowstead. 
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(b)  Workshop  Accounting. — Order  Book — Way- 

bill—  Warehouse  Memorandum     .  .     344 

(c)  Case  Room. — Setting — Tim^  and  Distribution 

— Beading — Departmental  Oncost — Case 
Bill  Book — Case  Bill — Abstract  Book — 
Ti/pe  Stock  Book— Block  Book      .  .     346 

(d)  Machine  Boom. — Time  Slip — Machine  Bill 

Book — Abstract  Book — Charges —  Waste — 
Stock  Book  .  .  .  .350 
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(e)   Warehouse. —  Vouchers — Despatch  Book — 
Delivery  Book  —  Charges  —  Paper  Stock 
Book — Use  of  Warehouse  Memorandumi — 
Labels  on  Beams  .  .  .351 

Estimating   .......     352 

Time-keeping  .  .  .  .  .  .352 

Office  Work  .  .  .  .  .  .354 

List  of  Forms — 

Invoice  Book — Bought  Ledger — Plant  Account — Despatch 
Book — Journal — Account  Ledger — Cash  Book — Balance 
Sheet — Profit  and  Loss  Accou/nt — Order  Book —  Waybill — 
Warehouse  Memorandum — Tivie  Slip — Case  Bill  Book — 
Case  Bill — Block  Book — Machine  Time  Slip — Machine 
Bill  Book  • —  Estimate  Letter  —  Time  Book  —  Overtime 
Slip — Absence  Slip. 

Chapter  I. — Pkofitable  Printing 

It  is  a  fact  pretty  generally  admitted  by  those  best  qualified  to  judge 
that,  as  a  business,  printing  gives  less  return  than  any  other  for  the  amount 
of  capital  invested  and  for  the  ceaseless  worry  and  restless  energy  involved 
in  the  execution  of  the  work.  That  accountants,  master  printers,  and 
others  concur  in  this  opinion  has  been  forcibly  brought  under  notice  by 
the  articles  appearing  in  the  trade  journals  in  this  country,  America,  and 
Germany,  and  every  credit  is  due  to  those  who  are  teaching  and  enforcing 
the  salutary  lesson  on  the  leaders  of  the  printing  industry.  Many  con- 
fidently predict  and  hope  that  better  things  are  in  store,  and  in  America 
especially,  the  system  of  combining  for  mutual  advantage  among  master 
printers  has  been  some  time  in  vogue.  That  the  state  of  things  alluded 
to  should  have  lasted  so  long  is  due  to  several  direct  causes  and  many 
indirect  ones. 

The  ease  with  which  a  workman  can  start  out  in  the  printing  business 
by  the  aid  of  the  long  credit  given  by  the  wholesale  houses  has  been  an 
important  factor  in  bringing  about  this  result.  A  workman  who  is  fairly 
skilful  sees  perhaps  that  his  master  is  charging  to  the  customer  double 
the  amount  paid  to  the  workmen  for  their  share  of  it,  and  concludes, 
through  ignorance  of  costs,  that  the  difference  is  profit  and  goes  into  the 
pocket  of  the  employer.  This  makes  him  envious  and  eager  to  start  business 
on  his  own  account,  and  in  the  first  few  years  that  follow  his  start,  work 
comes  to  him  on  account  of  the  low  figures  which  he  quotes.  Time  teaches 
many  things  to  many  people,  and  to  the  follower  of  Caxton  among  them. 
At  the  end  of  his  first  period  he  cannot  say  he  has  made  much  money, 
and  his  creditors  are  beginning  to  worry  him  for  his  indebtedness,  and 
so  down  the  hill  he  goes  until  he  gives  up  what  little  book-keeping  he 
ever  indulged  in,  and  at  last  the  meeting  of  his  creditors  is  summoned. 
A  young  man  of  energy,  ability,  and  with  high  ideals  surrendering  to  the 
enemy  is  in  itself  sufficiently  pathetic,  but  when  the  damage  he  has  done  in 
his  fall  is  reflected  on,  it  becomes  more  intensely  sad,  and  the  conduct 
becomes  almost  criminal.  The  customers  have  been  educated  to  the  low 
prices,  and  it  is  almost  impossible  ever  again  to  get  reasonable  ones  from 
them.  So,  through  ignorance  of  costing,  these  good  tradesmen,  but  bad 
business  men,  have  been  sore  enemies  of  their  profession. 

Another  condition  in  the  printing  industry  which  has  done  much  to 
bring  about  an  unsatisfactory  state  of  affairs  is  the  practice  of  taking  work 
at  low  rates  to  keep  the  machines  going.  In  the  slack  season  the  proprietor 
VOL.  v  22 
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of  a  printing  office  is  confronted  with  idle  men  and  idle  machines,  and  in  a 
moment  of  despair  he  agrees  to  work  for  nothing,  for  that  is  what  it  comes 
to.  He  argues  that,  with  the  busy  season  coming  on,  if  he  can  keep  his 
machines  running  during  the  dull  time  he  will  be  enabled  to  show  larger 
profits  on  his  year's  work.  If  the  mischief  ended  with  the  loss  which 
occurred  in  obtaining  nothing  for  depreciation,  spoils,  rent,  taxes,  insurance, 
and  all  the  other  incidentals,  it  would  not  matter  so  much.  The  work, 
however,  has  been  spoiled  for  ever  as  profit-earning  work,  and  if  it  return 
during  the  busy  season  overtime  has  often  to  be  worked  to  get  it  out, 
without  any  chance  of  regaining  the  extra  money  paid  out  in  wages.  Still 
more  culpable  is  he  who  resorts  to  this  practice,  as  his  competitors  who 
previously  had  the  work  and  managed  to  get  a  profit  from  it,  have  been 
deprived  of  it.  Again,  "  the  sprat  to  catch  a  mackerel "  theory  is  more 
often  than  not  a  mistaken  piece  of  policy.  The  confiding  printer  finds  that 
he  has  given  away  the  sprat,  but  the  mackerel  is  long  in  coming. 

Yet  another  condition  has  entered  into  modern  life,  as  if  sufficient  were 
not  there  already, — the  Limited  Liability  Company,  whose  managing 
director  probably  has  no  precise  knowledge  of  printing  costs,  and  certainly 
seems  to  have  no  other  ideal  than  that  of  keeping  the  place  going  to  earn 
directors'  fees.  The  mistaken  idea  that  the  machines  make  the  profit 
whatever  the  price  procured  for  their  work  is  one  which  has  done  incalcu- 
lable mischief  to  the  printing  trade. 

In  short,  that  there  is  a  necessity  for  education  on  this  point  is  admitted. 
The  statement  of  a  master  printer,  that  the  jobs  with  good  profit  should 
pay  for  those  without  any  profit,  is  sufficiently  lamentable  to  justify  the 
agitation  for  the  prompt  establishment  of  reasonable  and  reliable  methods 
of  pricing  and  business-like  management.  Printers  should  remember  that 
the  object  of  their  being  in  business  is  to  make  money  wherewith  to  live, 
and  that  every  job  given  for  less  than  realised  cost  is  so  much  charity  and 
so  much  unsound  business. 

The  most  important  cause  of  bad  charging,  as  it  is  the  most  to  be 
lamented,  is  the  suspicion  and  jealousy  that  have  existed  between  master 
printers,  and  that  has  kept  them  from  conferring  for  their  mutual  benefit. 
The  seeds  of  jealousy  and  suspicion  have  often  been  sown  by  unscrupulous 
people  for  their  own  selfish  ends. 

Such  things  happily  are  passing  away,  and  the  day  is  coming  for 
combining  to  protect  one  another.  Much  has  been  done  in  America  to 
this  end  by  master  printers'  clubs,  and  some  good  has  already  been 
done  in  this  country.  People  are  coming  to  see  that  although  a  man  is 
a  competitor,  he  is  not  necessarily  all  that  is  bad,  but  is  very  often  a 
decidedly  honourable  fellow  and  just  as  eager  as  any  one  to  help  in  the 
right  direction.  If  master  printers  would  throw  off  the  feeling  of  distrust 
which  has  become  their  oppressing  tyrant,  exchanges  of  courtesy  would 
become  more  common  and  the  printing  industry  would  hold  out  better 
prospects  to  capable  men. 

As  additional  argument  for  combination,  it  could  be  added  that  there 
are  innumerable  subjects  which  might  be  discussed  with  profit.  The 
questions  of  insurance,  apprentices  and  the  serving  of  seven  years,  oppressive 
conditions  in  contracts,  factory  laws,  and  the  dates  of  general  hoHdays, 
would  produce  interesting  facts  and  lead  to  valuable  savings  being  effected. 
Inquiries  could  be  started  and  sub  -  committees  appointed.  Technical 
education  as  well  is  a  subject  of  wide  scope  for  discussion,  and  an  ideal 
arrangement  would  be  the  formation  of  an  advising  committee,  composed 
of  members  of  the  masters'  association  and  of  the  men's  union.      This 


PEINTEES'  BOOK-KEEPING  AND  ACCOUNTING         339 

would  lead  to  the  best  results  being  obtained  for  the  money  spent. 
Sufficient,  then,  has  been  said  to  show  that  a  better  spirit  is  becoming 
manifest,  and  that  the  old  ideas  of  secrecy  in  methods  and  jealousy  and 
distrust  in  dealing  are  being  overcome.  Many  a  harassed  printer  will 
fervently  pray  that  these  days  may  come  quickly. 

Chapter  II. — The  Necessity  for  Knowledge  of  Costs  and  Methods 

OF  obtaining  it. 

The  consequences  of  ignorance  of  costing  have  been  already  pointed  out, 
but  there  are  other  considerations  which  compel  notice,  and  which  supply 
a  strong  argument  for  keen  and  thorough  appreciation  of  aU  the  elements 
that  make  the  road  to  earn  a  living  less  easy.  Unless  a  printer  knows  how 
to  cost  correctly,  how  can  he  estimate  ?  Again,  if  his  returns  are  not  so 
good  as  they  ought  to  be,  how  can  he  supply  the  remedy  ? 

In  the  first  place,  then,  stands  easily  pre-eminent  the  consideration  of 

Organisation. — The  printer,  or  his  manager,  will  make  perfectly  certain 
that  the  office  is  not  burdened  by  useless  lumber  either  in  men  or  in  plant, 
that  the  most  is  made  of  every  available  square  inch  of  room,  and  that 
the'best  subordinates  have  been  chosen.  The  foremen,  while  being  good 
tradesmen  with  a  love  for  their  profession,  must  be  intelligent,  impartial, 
painstaking,  and  eager  to  get  the  most  by  the  best  means  out  of  the  men. 
They  should  encourage  them  to  produce  only  the  best  work  and  to  offer 
suggestions  of  reforms.  It  is  essential  that  the  men  themselves  are  of  the 
right  sort,  that  they  are  properly  housed  and  suitably  remunerated.  The 
foremen  should  be  informed  that  on  the  work  produced  in  their  depart- 
ments rests  the  credit  of  the  house,  and  that  the  results  of  the  firm's  trading 
are  entirely  dependent  on  the  success  with  which  their  part  of  the  work  is 
done.  If  these  results  are  satisfactory,  the  foremen  should  be  given  their 
share  of  praise ;  but,  on  the  other  hand,  if  continually  unsatisfactory,  it  is 
better,  not  only  for  the  firm  but  also  for  the  men  themselves,  that  a  change 
should  be  made. 

While  on  this  subject,  it  may  be  of  advantage  to  discuss  the  different 
opinions  as  to  the  amount  of  clerical  work  to  be  expected  of  the  jnen  and 
of  the  foremen.  Some  offices  expect  no  such  work  from  their  workmen, 
holding  that  anything  in  this  way  hinders  the  progress  of  the  work,  and 
that  the  clerks,  and  not  the  men,  are  responsible  for  it.  Other  establish- 
ments go  the  length  of  demanding  full  returns  from  every  man  as  to  how 
his  time  is  spent,  besides  requiring  him  to  fill  up  the  time  and  work  sheets 
connected  with  the  various  jobs.  As  usual,  the  best  way  seems  to  lie 
between  the  two  extremes  —  to  require  just  as  little  clerical  work  from 
each  man  and  from  the  foreman  as  will  show  the  time  spent  on  each  opera- 
tion, and  enable  the  office  people  to  make  up  their  statistics.  This  is  also 
fair  to  the  men  themselves,  in  order  to  allow  them  an  opportunity  of  seeing 
on  what  results  they  will  be  judged.  Besides  this,  however,  each  foreman 
would  have  to  keep  a  Stock  Book  of  the  various  materials  used  in  his 
department,  entering  under  the  name  of  the  article  the  quantity  received, 
and  particulars  as  to  date,  name  of  merchant,  and  quahty :  all  this  in 
addition  to  his  ordinary  work  of  giving  out  material  and  being  responsible 
for  his  department. 

The  first  principle  of  true  economy  is  to  produce  at  the  lowest  possible 
cost  and  to  sell  at  the  highest  possible  price.  As  in  the  works  the  first  part 
of  this  is  faithfully  and  rigorously  enforced,  so  in  the  counting-room  the 
second  part  is  carried  out.    The  assistance  of  a  clerk  with  quick  perception 
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and  a  keen  eye  for  details  is  invaluable  in  seeing  that  no  single  item  is 
missed  in  charging,  and  that  an  adequate  return  is  got  for  labour  and 
material  involved. 

Profit. — In  discussing  charges  in  the  following  pages,  allowance  is  made 
for  departmental  oncost  only.  Before  profit  can  be  obtained,  however, 
counting-house  salaries  and  expenses  have  to  be  paid,  besides  the  many 
other  risks  to  be  met  by  the  proprietor.  Each  printer  must  work  this  out 
for  himself  from  the  return^  for  previous  years.  The  practice  of  cutting 
prices  has  been  already  sufficiently  condemned.  Although  all  prices  should 
be  reasonable,  the  risks  run  and  the  responsibilities  undertaken  in  the 
business  are  so  great  that  no  attempt  should  be  made  to  work  on  a  narrow 
margin.  It  is  the  writer's  belief,  after  careful  consideration,  that  50  per 
cent  should  be  added  to  all  departmental  charges,  and  at  least  15  per  cent 
for  handling  paper  and  outside  work. 

Some  may  consider  the  prices  too  high  and  others  think  them  rather  low, 
but  it  is  contended  that  if  these  figures  are  used  for  pricing,  printing  will 
become  a  more  profitable  business,  and  there  will  be  just  a  Httle  left  every 
year  to  assist  in  bringing  the  plant  up  to  date  and  in  providing  a  reserve 
for  experimenting  with  new  ideas.  While  on  this  point  a  few  words  could 
be  said  f©r  the  consideration  of  thinking  printers.  How  often  do  we  hear 
that  a  printer's  capital  is  all  in  his  plant  ?  Is  this,  then,  the  most  profitable 
way  in  which  the  money  could  be  invested?  Certainly,  if  the  business 
requires  every  pennyworth  of  plant  which  is  invested  in  it ;  but  if  there  is 
a  balance,  however  small,  of  useless  stuff,  then  that  is  giving  no  return,  and 
the  money  could  be  better  employed  in  other  channels.  Besides,  one  has 
to  pay  large  interest  when  plant  is  given  as  security  for  loan,  but  if  the 
printer  had  invested  a  little  in  property  he  could  have  had  loans  at  more 
moderate  rates.  Again,  plant  is  often  added  to  when  there  is  little  necessity 
for  it.  People  have  the  idea  that  by  buying  material  they  are  keeping  up 
to  date.  Sometimes  it  is  so,  but  more  often  it  is  simply  to  gratify  a  feeling 
for  change  and  experiment. 

In  the  counting-room  the  system  of  the  establishment  begins  and  ends : 
from  it  the  job  is  put  into  shape  for  the  works,  and  instructions  are  issued 
for  its  fate  when  completed ;  to  it  returns  are  sent  during  its  progress.  Here, 
then,  is  the  place  for  the  business  man.  He  is  the  pulsing  heart  of  the 
place  which  puts  energy  into  all  the  veins  and  sustains  and  increases  life 
and  activity.  A  few  hours  spent  in  the  close  study  of  figures  in  the 
counting-room  will  often  lead  to  results  which  cannot  be  measured,  and 
to  the  forming  of  opinions  which  are  useful  for  the  rest  of  life. 

Chapter  III. — Book-keeping 

(a)  To  begin  with,  we  have  the  system  of  book-keeping  in  use  in  the  office 
for  the  keeping  of  customers'  accounts  and  the  general  work  of  an  office  as 
apart  from  the  special  system  which  will  necessarily  apply  only  to  the 
printing  business.  Too  much  time  will  not  be  devoted  to  this  subject,  as 
in  this  particular  printers'  book-keeping  does  not  differ  in  principle  from 
that  of  any  other  industrial  concern  whose  books  are  kept  by  double  entry. 
For  the  sake  of  completeness  we  shall  here  repeat  the  two  simple  rules  in 
double  entry  book-keeping. 

1.  That  the  proprietor  and  the  business  are  two  separate  things,  and 
are  considered  as  such. 

2.  That  the  business  is  debited  with  everything  coming  into  it,  and 
credited  with  everything  going  out. 
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1  The  methods  and  books  adopted  here  are  those  which  after  practical 
experience  of  many  years  have  been  found  to  work  well.  Other  firms  may 
and  do  adopt  different  methods  and  books,  but  if  these  are  closely  studied  it 
will  be  seen  that  much  the  same  ideas  underlie  all  good  and  effective  book- 
keeping. 

There  are  the  two  sides  to  every  business :  the  side  with  which  it  is 
debited,  namely  the  buying ;  and  the  side  with  which  it  is  credited,  namely 
the  selling.  As  it  is  necessary  to  buy  before  we  can  sell,  we  shall  begin 
with  the  books  necessary  to  record  the  buying. 

1.  The  Invoice  Booh,  into  which  each  invoice  is  placed  under  its  date : — 


13th  May  1903. 


Alex.  Cowan  and  Sons,  Limited — 

5  Reams  Double  Crown  Antique  Laid  @  10s. 
2  Reams  Medium  23  Tinted  @  6s.  8Jd.    . 

Mander  Brothers,  Wolverhampton — 

12  lb.  Black  @  2s.  6d 


&   s.      d. 


2 
0 

10 
13 

0 
5 

1 

10 

0 

&     s.     d. 


3     3     5 


1  10    0 


2.  Bought  Ledger. — From  the  Invoice  Book  these  items  are  posted  into 
the  Bought  Ledger.  It  is  sometimes  thought  unnecessary  to  enter  in 
this  book  the  details,  but  simply  to  put  opposite  the  suin  of  money  the 
words  "  to  goods."  It  is,  however,  very  often  necessary  to  find  from  this 
book  at  some  future  date  the  exact  particulars  of  a  certain  transaction,  and 
on  these  grounds  it  is  better  to  have  something  more  definite.  The  accounts 
then  are  opened,  i.e.  at  certain  intervals  throughout  the  book  pages  are 
headed  with  the  names  of  the  different  merchants  with  whom  the  firm 
trades,  and  an  index  is  placed  at  the  end  for  easy  reference  to  these 
accounts.  Thus  for  the  accounts  of  one  of  the  firms  mentioned  already  in 
the  Invoice  Book  the  following  entry  would  be  made : — 


1903 
May  13. 

Aug.  1. 

Alex.  Cowan  and  Sons — 

By  5  Reams  Double  Crown  Antique  Laid  @  10s. 

„    2  Reams  Medium  23  Tinted  @  6s.  Sid. 
To  Cash  

,,   Discount  @  5  per  cent        .... 

1/103 

£     s.     d. 

3     0     5 
0     3     0 

£    s.     d. 

2  10     0 
0  13     5 

3     3     5           3    3     5 

In  the  Invoice  Book  are  reference  numbers  showing  number  and  page 
of  the  Bought  Ledger,  and  in  the  latter  reference  numbers  showing  the 
page  of  the  Invoice  Book.  When  the  account  is  paid  the  entry  shown 
under  August  1st  would  be  made  and  the  account  squared.  In  the  larger 
oflfices  it  is  always  necessary  to  sift  the  items  from  the  Invoice  Book  to  the 
different  accounts,  such  as — 

Plant  Account, 
Paper  Account,  • 
Outside  Work  Account, 


a  Book  indexed  under  these  heads  being  kept,  and  each  item  entered. 
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Such  items  as  the  following,  under  Plant  Account,  would  appear : — 


1902 

Aug.  1. 

1903 

June  30, 


Miller  and  Richard — 
To  500  lb.  Small  Pica  No.  28  @  Is. 

By  Depreciation  @  10  per  cent. 


£      «. 

d. 

25    0 

0 

2  10 

0 

22  10 

0 

The  Plant  Account  speaks  for  itself,  and  depreciation  ought  to  be 
regularly  deducted.  Not  less  than  10  per  cent  over  all  should  keep  things 
to  their  true  level 

Paper  Account  is  kept  separately,  as  paper  is  the  only  thing  that  a 
printer  actually  sells. 

Outside  Work  Account  deals  with  the  various  processes  done  by  other 
firms,  such  as  bookbinding,  lithographing,  etc.,  if  any  or  all  of  these  are 
not  done  on  the  premises. 

The  books  necessary  to  keep  account  of  the  different  parts  of  selling, 
i.e.  the  other  side  of  the  business — the  productive  side — are : 

1.  Journal  or  Day  Book,  and 

2.  Account  Ledger. 

Into  the  first  of  these,  under  date  of  delivery,  which  is  taken  from  the 
Despatch  Book  (this  book  is  treated  under  the  head  of  the  Warehouse),  the 
different  items  of  cost  from  the  Cost  Sheets  are  entered  and  profit  added, 
e.g.  under  date  12th  April  1902  of  the  Despatch  Book  appears  the  entry: — 


Employer. 

Description  of  Work. 

Quantity. 

Where  Sent  to. 

Horace  Hutchinson. 

3rd 

Demy    4to    Pamphlet, 
The      Pleasures      of 
Golf. 

1000  Copies. 

12  EarlStreet,  Liver- 
pool. 

From  this,  then,  one  would  put  into  the  following  Journal  the  various 
details : — 

(1) 


Name  of  Employer  and 
Description  of  Work 

Order  No. 

Case. 

Alterations. 

Machine. 

Paper. 

Doing  Up. 

&    s.    d. 

£    s.    d. 

£    s.    d. 

£    s.    d. 

£,    8.    d. 

(2) 


Warehouse 
and  Super- 
vision. 

Extras. 

Overtime. 

Outlays  or 
Outside  Work. 

Total. 

Comm&s\on.            Charge. 

£    s.    d. 

£    s.    d. 

£    «.    d. 

£    s.    d. 

£    s.    d. 

£    s.    d. 

£    s.    d. 
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2,  Account  Ledger. — From  the  Journal  the  entry  would  be  posted  to 
the  Account  Ledger,  with  reference  page,  thus : — 


April  12. 
Aug.  1. 


To  Demy  4to  Pamphlet,  32  pp. 
By  Cash        .... 
To  Discount 


1/184 


£      s      d. 
12     7     6 

a      s.     d. 

12     0    0 
0    7    6 

12    7    6 

12    7    6 

When  the  account  is  paid  the  entry  under  date  August   Ist  would  be 
added. 

3.  The  Cash  Book  deals  with  the  ordinary  financial  operations  of  the 
firm,  and  the  following  are  examples  of  the  entries : — 

Dr.  Cr. 

d. 
0 
0 


To  John  Thomson,  his  Account 
,,  James  Wilson  . 
,,  Cash  Sale 


£    s. 

d. 

4     1 

6 

20  10 

0 

0    8 

6 

By  Bank 20    0 

,,   Postages 10 

,,  Carriage 0    5 

„  Discount,  John  Thomson         .      0    4 
,,  Cash  in  Hand .        .        .        .32 


4.  77ie  Balance  Sheet  is  the  most  important  document  of  any  trading  firm 
or  company.  It  contains  the  financial  results  of  the  year's  trading,  and  on 
it  hangs  the  answer  as  to  whether  the  business  has  been  profitably  carried 
on.  It  cannot  be  too  strongly  impressed  on  a  master  printer  to  take 
care  that  this  balance  is  carefully  prepared  and  that  it  contains  a  true 
statement  of  his  affairs.  In  all  cases  a  professional  accountant  should  be 
employed.  The  fee  for  his  services  is  well  expended  in  relieving  the  mind 
of  the  proprietor,  and  besides  that  he  is  an  unprejudiced  outsider  whose 
eye  will  be  quick  to  detect  shortcomings  or  leakages.  Most  auditors, 
in  addition,  are  only  too  willing  to  advise  as  to  the  more  profitable  working 
of  the  concern,  and  so  the  true  proportion  of  things  is  preserved.  An 
example  is  given  of  the  different  items  appearing  on  each  side  of  the  Profit 
and  Loss  Account  and  of  the  Balance  Sheet. 


Assets 


Accounts  due  to  Firm 
Plant  . 

Stock  in  Hand 
Cash  in  Bank 
Do.  in  Hand . 


£     s. 


Liabilities 


Accounts  due  by  Firm 
Capital        . 


Dr. 


Profit  and  Loss  Account 


Or. 


To  Wages  Account 
,,  Expenses 
,,  Interest  on  Capital 
,,  Rent  Account  , 
,,  Discounts,  etc, 
, ,  Postages,  Petty  Cash 
.,  Net  Profit 


£     s.      d. 


By  Work  done 
, ,  Cash  Sales 


£    s.     d. 
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So  much,  then,  has  been  said  to  give  a  rough  idea  of  the  books  necessary 
to  keep  accounts,  but  it  is  not  pretended  that  it  is  a  complete  dissertation 
on  this  point,  and  it  is  strongly  recommended  that  a  study  be  made  by  the 
master  printer  of  a  good  treatise  on  book-keeping.  It  is  in  this  depart- 
ment that  close  figuring  can  make  money,  and  yet  how  few  printers  ever 
give  it  more  than  a  cursory  glance.  The  system  that  was  good  enough  for 
their  fathers  is  good  enough  for  them,  and  so  no  advance  is  made  with  the 
times ;  but  a  study  of  this  department  will  repay  the  labour  and  thought 
necessary,  and  will  often  give  invaluable  lessons  in  acute  business 
manipulation. 

(h)  We  now  come  to  the  books  and  arrangements  necessary  to  keep 
records  of  the  job  as  it  goes  through  the  works.  There  are  two  distinct 
functions  of  this  part  of  the  work.  The  first  is  to  make  certain  of  an 
adequate  return  for  the  amount  of  material  and  labour  used  in  the  trans- 
action, and  the  second  to  enable  the  printer  to  make  up  estimates  for 
prospective  work.  With  regard  to  the  latter,  which  is  treated  further  on, 
it  will  be  better  to  say  here  that  the  form  used  when  estimates  are  being 
made  up  should  be  on  the  lines  of,  if  not  exactly  similar  to,  the  work  or 
time  slip  used  in  the  works.  Only  in  that  way  can  it  be  certain  that  no 
item  is  omitted. 

The  first  thing  which  should  be  done  when  a  job  comes  in  is  to  enter  it 
into  the  Order  Booh  In  making  investigation  as  to  methods  of  other 
houses  in  regard  to  this  subject,  it  was  surprising' to  find  how  many  firms 
dispense  with  any  form  of  registering  a  piece  of  work  as  it  comes  in. 
Many  firms  trust  entirely  to  the  noting  on  the  job  itself  for  the  directions 
being  preserved.  The  "  copy  "  might  be  mislaid,  however,  or  returned  to 
the  customer,  and  disaster  awaits  the  work  if  nothing  is  done  to  place  on 
record  the  instructions.  Surely  it  is  obvious  that  this  cannot  be  satisfactory. 
The  only  thoroughly  business-like  way  is  to  enter  the  work  into  a  book 
with  full  particulars,  to  which  one  at  any  time  may  refer.  The  following 
heading  is  a  complete  example  for  the  purpose : — 

Order  Book 

190 

Order  No Employer 

When  wanted Address  for  Delivery 

Delivered Paper . 

Particulars  of  Job 


From  this  book  particulars  are  copied  on  to  the  Waybill,  which  will 
follow  the  job  through  the  works.  Besides  this,  it  will  be  found  of  great 
advantage  to  send  a  memorandum  or  jotting  to  the  warehouseman  of  the 
requirements  as  to  paper,  etc.,  so  that  he  may  have  it  ready  for  the  job 
before  it  comes  to  him,  and  so  save  time.  The  forms  shown  here  as 
Order  Book,  Waybill,  Warehouse  Memo.,  are  worked  in  triplicate  by  the 
use  of  carbons. 
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Waybill 


Order  No 

When  wanted   

Delivered  

Particulars  of  Job 


.190 


Employer 

Address  for  Delivery. 
Paper 


Composition — 

Setting Sheets®. 

Time Hrs.      'ffi. 

Distribution Hrs.      @. 

Reading 


Charge  for  Standing  Type 

Overtime  (Case  Room) Hrs. 

Stereos — Electros Dies 


Blocks 


Proofs 

Machining — 

No Machine Hrs. 

No do Hrs. 

No do Hrs. 


Ink lbs.  @ : 

Dusting Hrs.  @ 

Overtime Hrs.  at. 

Paper,  Boards,  etc. — 

Rms.  Qrs. 


Overlays. 
Bronze..., 


Warehouse- 


Cutting       Hrs.  @. 

Folding       Hrs.  @. 

Covering      Hrs.  @ 

Collating     Hrs.  @. 

Stitching     Hrs.  @. 

Numbering Hrs.  @. 

Perforating Hrs.  @. 

Banding      Hrs.  @. 

Overtime     Hrs.  @. 


Outside  Work 


Outlays  for  Postages,  Carriage,  etc. 
Supervision        .... 


Estimated 
at. 


Cost. 


£    s.    d. 


Charge. 


£    s.    d. 


^*^  Any  deviation  from  the  Estimated  Charges  should  be  accounted  for,  and  any  other 
Eemarks  noted  here. 
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Warehouse  Memo. 

190 

Order  No Employer 

When  wanted Address  for  Delivery 

Delivered Paper 

Particulars  of  Job 


Waybill. — This  form  has  been  made  up  from  those  in  use  in  various 
offices,  and  it  is  thought  to  combine  the  best  features  of  most  of  them.  One 
thing  only  can  be  claimed  as  new,  and  that  is  the  column  headed  "  Esti- 
mated at."  This  should  be  filled  in  by  a  clerk  from  the  particulars  which 
had  been  gathered  when  the  price  was  made  up.  It^hows  the  heads  of  the 
various  departments  the  time,  etc.,  which  can  be  allowed  if  a  profit  is  to  be 
made  on  the  job,  whereas  the  note  at  the  foot  allows  them  to  account  for 
anything  added  by  the  customer,  so  that  an  addition  may  be  made  to  the 
price  when  charging.  The  almost  universal  practice  of  obtaining  estimates 
before  an  order  is  placed  justifies  the  appearance  of  this  column  in 
every  time  sheet.  In  connection  with  the  names  "  Cost "  and  "  Charge," 
the  first  implies  the  actual  wages  and  material,  the  second  this  with 
a  percentage  to  cover  expenses  in  the  special  departments  and  the  profit 
added.  The  objection  may  be  made  that  the  scheme  is  too  elaborate  and 
entails  too  much  labour,  but  the  result  in  having  each  item  clearly  accounted 
for  amply  repays  the  trouble  involved. 

Let  us  now  follow  the  work  slip  or  waybill  through  the  different  depart- 
ments, explaining  the  treatment  it  will  receive,  the  charges  likely  to  be 
made,  the  methods  of  arriving  at  cost,  and  the  work  required  from  foremen 
and  men  in  recording  time  and  material.  We  shall  also  see  the  incidental 
expenses  that  occur  in  each  department,  and  discuss  the  proportion  to  charge 
for  oncost. 

In  this  theory  of  departmental  costing,  it  will  be  an  axiom  that  every 
department  must  pay  expenses  with  a  little  over  for  emergencies. 

(c)  To  begin  with  then  we  have  the  Case  Boom.  This  department  is 
to  many  a  printer  the  grave  of  all  his  hopes,  the  yawning  pit  into  which 
every  year  he  throws  most  of  the  profit  earned  in  the  other  departments. 
Many  printers  wail,  "  If  it  were  not  for  the  case  room  I  could  make 
a  living — there  are  so  many  expenses  that  one  cannot  get  any  return 
for."  Men  who  give  every  indication  of  being  sane  on  most  other 
points  give  way  to  such  dreary  commonplaces.  So  much  so  is  this  the 
case,  and  to  such  an  extent  has  the  case  room  been  made  the  scapegoat 
whenever  bad  times  arrive,  that  in  London  the  employees  have  them- 
selves taken  the  matter  up  and  are  pointing  to  the  masters  the  path  of 
duty  in  no  uncertain  manner.  The  conclusions  at  which  they  arrive  are 
backed  by  incontrovertible  arguments,  and  are  aided  by  years  of  experience 
in  the  manipulation  of  their  departments.  They  have  seen  more  minutely 
than  their  superiors  the  little  nothings  that  go  to  make  the  case-room 
expenses,  and  they  contend  with  perfect  justice  that  if  these  are  necessary 
to  the  production  of  printing  then  they  must  be  charged  for.     On  the  other 
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hand,  if  there  are  any  unnecessary  expenses  running  it  is  the  master's  duty 
to  cut  them  dovm  immediately.  This  is  the  point  from  which  this  un- 
justly maligned  department  wiU  be  reviewed  and  its  position  as  a  paying 
part  of  the  house  be  firmly  established. 

Setting. — The  waybill  then  is  to  be  marked  by  the  foreman  of  the  case 
room,  and  in  order  to  do  this  he  has  received,  if  it  is  a  job  which  has  been 
made  up  from  the  scale,  the  cast-up  marked  on  a  copy  of  the  job  or  sheet 
from  the  "  clicker."     After  checking  this  he  fills  it  in  on  the  waybilL 

Time  and  Distribution. — If  the  work  has  been  done  on  time  this  is  put 
in  its  place  and  a  proportion  added  for  distribution.  The  proportion  for 
distribution  will  be  very  much  in  the  discretion  of  the  overseer.  Some  jobs 
will  take  more  proportionately  for  distribution,  but  founding  on  the  aver- 
age experience,  a  price  added  at  the  rate  of  20  per  cent  shoidd  cover  the 
lowest  grade  of  distribution,  but  never  less  than  this  can  meet  expenses. 
Here  is  a  sample  of  slip  sent  to  counting-room  when  work  is  done  on  time — 

Time  Slip 

(This  slip  must  be  sent  to  the  Overseer  with  the  proof,  to  be  checked  ;  and  anything 
exceptional  should  be  noted. ) 

Date 

Employer 

Description,  of  Work 


Given  out 

Finished. 

Time. 

Amount. 

H.                           M. 

H.                         M. 

Hours. 

s.                 d. 

Compositor 

Initialed  by  Overseer . 


Beading. — Again  the  percentage  for  this  will  vary,  but  only  the  foreman 
can  form  any  adequate  idea  as  to  that.  This  he  will  fill  in  after  consulta- 
tion perhaps  with  the  readers.  The  charge  will  include  the  time  for  first 
proof,  revised  proof,  and  reading  for  press.  The  minimum  allowance  to 
cover  this  must  be  10  per  cent,  but,  as  has  been  said,  it  will  vary.  Every 
consideration  ought  to  be  given  to  the  different  features  of  each  job  when 
charging.  As  much  as  50  per  cent  might  be  necessary  on  some  extraordinary 
work. 

We  have  the  two  classes  of  composition  then — 

1.  Setting  to  scale ;  and 

2.  Work  on  time,  plus  charge  for  distribution. 

It  will  then  be  necessary  to  consider  what  proportion  to  add  in  order  to 
meet  case-room  expenses.  Under  this  head  come  supervision,  clearing  off, 
depreciation,  store  -  keeping,  proportion  of  rent,  taxes,  insurance,  water, 
heating,  lighting,  and  repairs.  The  only  method  of  making  up  one's  mind 
on  this  point  and  of  allowing  an  adequate  amount  to  cover  expenses  besides 
relieving  any  anxiety  as  to  the  position  of  the  case  room,  is  to  get  the  figures 
for,  say,  the  three  preceding  years.  Take  the  wages  paid  for  foremen, 
etc.;  extract  from  the  Invoice  Book  amounts  for  perishables  which  can 
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only  be  charged  against  the  case  room ;  consider  the  amount  of  type  bought 
during  that  time ;  look  out  the  monies  paid  for  rent,  taxes,  heating,  lighting, 
repairs ;  average  these  and  one  will  then  be  able  to  state  what  it  has  cost 
to  keep  that  case  room  going.  This  will  take  some  time  to  do,  but 
the  results  are  there  to  work  on  in  making  a  living.  With  regard  to 
average  cost  of  type  for  depreciation,  the  best  method,  we  think,  is  to  find 
the  annual  average  expended  in  type,  etc.,  and  divide  by  ten.  If  brass 
rule,  leads,  etc.,  be  counted  as  type,  divide  by  five.  Ten  years  may  be  said 
to  be  the  life  of  a  fount  of  type,  although  in  commercial  work  fashions  in 
type  change  so  much  that  the  charge  for  depreciation  cannot  be  absolutely 
laid  down.  If,  after  passing  through  this  course  of  study,  it  is  found  that 
the  case  room  costs  for  incidental  expenses  not  less  than  25  per  cent 
on  labour  charges,  no  one  need  be  astonished.  Of  course  there  still 
remains  the  profit  to  add. 

This,  then,  is  all  that  is  necessary  in  keeping  track  of  expenses  in  con- 
nection with  a  particular  job,  but  there  are  other  functions  of  cost-keeping 
which  must  be  considered,  such  as  the  total  production  of  the  case  room 
and  the  production  of  each  man.  The  "clicker"  then  has  to  inform  each  man 
of  his  amount  on  the  job  after  he  has  computed  it ;  this  the  man  copies  on 
to  his  bill,  and  the  figured  voucher  is  sent  to  the  office,  where  the  clerk 
enters  it  into  the  Case  Bill  Book.  Into  this  book  is  put  each  job  with  the 
total  amount  for  setting,  and  under  each  man's  name  the  proportion  of  it 
he  is  entitled  to  charge.     The  following  is  the  style : — 


Case  Bill  Book 


For  Week  ending  , 


Employer. 

Description  of 
Work. 

Read- 
ing. 

» 

Oncost.    Jones. 

* 

Affleck. 

White- 
law. 

Scott. 

O'Brien. 

mond.-        Total. 

Totals 

s.      d. 

s.     d. 

s.      d. 

s.     d. 

s.      d. 

s.     d. 

s.     d. 

s.     d. 

&     s.     d. 

*  It  is  thought  advisable  to  show  these  here  in  order  to  allow  the  department  the  benefit  of  all 
that  it  is  entitled  to.     These  columns  could  be  filled  in  by  the  clerk. 

Case  Bill 
For  Week  ending  Friday, 190 


Name  of  Job. 

Hours.            s. 

d. 

Total 

1 

Signed 

Initialed  by  Overseer. 
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At  the  end  of  the  week  the  amount  appearing  under  each  man's  name 
in  the  Bill  Book  should  correspond  with  the  amount  on  the  bill  sent  in 
by  the  workman  himself.  This  book  then  contains  the  total  production  of 
the  case  room  for  the  week.  By  it  one  is  able  to  compare  the  work  of 
the  different  men,  and  the  loafers  are  detected  by  their  shortcomings. 
By  ardent  study  of  this  book  it  may  be  seen  at  once  where  the  money 
in  the  case  room  is  going  to,  and  if  value  is  being  obtained  for  every 
penny  expended.  At  the  end  of  each  month  the  totals  should  be  put  into 
a  small  Abstract  Book  showing  the  work  done  by  the  man  on  the  one  side 
and  the  total  wages  paid  on  the  other  side.  This  is  convenient  for  com- 
parison with  the  same  period  of  other  years.  In  book- work,  where  the 
setting  may  extend  over  a  long  period,  it  is  often  thought  advisable,  instead 
of  entering  on  a  waybill  the  running  costs,  for  the  clerk  to  extract  these 
from  the  different  bill  books  into  an  index  ledger,  adding  the  amount  of 
work  done  each  week.  In  this  way  the  money  expended  to  date  is  kept 
in  view.     The  following  is  a  specimen  page  of  such  a  book : — 

James  and  Sons. 


Cr. 


4to. 


"  Little  Ways." 


June  6th,  1903. 
„   13th 


4  sheets  of  16  pages 


£  s. 
4  8 
2  10 


Other  books  which  would  have  to  be  kept  in  the  case  room  are  the  Type 
Stock  Book,  noting  each  addition  to  a  fount  with  invoice  price,  as  well  as 
the  Block  Book  to  keep  trace  of  the  half-tones,  woodcuts,  etc.  When  a 
new  jobbing  fount  comes  in,  it  is  always  advisable  to  have  a  galley  pull 
taken  in  order  to  know  the  exact  extent  of  the  fount. 

Specimen  of  Page  of  Block  Booh 


Made  by. 

Belongs  to 

Used  in. 

Returned  to 

Date. 


(Print  of  Block.) 


It  is  imperative  that  signatures  be  received  for  the  return  of  blocks,  and 
these  should  be  preserved  in  a  special  delivery  book  to  which  reference  can 
be  made  at  any  time.  In  cases  where  types  have  been  ordered  to  be  kept 
up  special  arrangements  should  be  made  for  the  filing  of  instructions  to  dis- 
tribute when  these  are  received.  At  any  time  the  customer  may  come  back 
for  a  reprint  after  the  types  are  down,  and  nothing  is  so  annoying  as  to  find 
no  trace  of  the  instructions  authorising  this.    These  should  always  be  easy  of 
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access,  and  be  preserved  for  a  long  time.  A  copy  of  every  standing  job  should 
be  kept,  and  the  place  of  its  abode  marked.  The  case-room  foreman  or  his 
deputy  will  receive  the  formes  of  standing  type  from  the  machine-minder 
and  be  responsible  for  their  safe  custody.  The  foreman  of  the  case  room 
will  have  to  see  that  aU  these  things  are  carried  out,  besides  checking  all 
outside  charges  from  the  invoices.  Besides  that,  he  will  transmit  instruc- 
tions to  the  machine  overseer,  advise  the  proprietor  as  to  manipulation  of 
space  and  upkeep  of  plant,  and  see  that  all  charges  by  the  men  are  checked. 
He  or  his  assistant  should  have  an  idea  of  how  much  time  should  be  spent 
on  each  job,  and  inquire  into  any  charge  which  seems  excessive.  This  is 
especially  important  with  author's  corrections,  where  the  customer  is  so 
often  apt  to  contest  what  seems  to  him  to  be  an  overcharge. 

(d)  Machine  Boom. — The  job  then  has  been  transmitted  to  the  foreman 
of  the  machine  department  with  the  waybill  and  a  note  of  when  he  must 
deliver  to  warehouse.  He  arranges  by  which  machine  it  shall  be  printed, 
and  hands  it  to  the  "  minder,"  explaining  anything  that  is  unusual  in  its 
nature.  After  printing,  the  waybill  is  fiUed  in  with  particulars  as  to  number 
of  sheets  printed,  time  taken,  ink  used,  overlays  (if  any  are  required),  and 
then  sent  on  to  warehouse.  The  machine-minder  keeps  the  time  on  his 
daily  time  sheet,  a  sample  of  which  is  here  shown. 


.190 


No. 

Machine 

Employer. 

Description  of  Work. 

Formes. 

Size. 

Copies. 

Pnlls. 

Hours. 

Total. 

M.  B. 

W.  Off. 

S 

tanding 

Time 

£     s.     (1. 

*  This  column  is  filled  in  by  clerks. 

The  figures  from  these  are  copied  by  a  clerk  into  the  Machine  Bill  Book,  so 
preserving  a  record  of  the  production  of  each  machine  on  which  the  findings 
as  to  the  machine-department  results  are  based.  From  this  they  are  taken 
to  the  Abstract  Book  for  comparison  in  the  same  way  as  in  the  case  room. 


Machine,  Press,  and 
For  Week 


Employer. 

Description  of  Work. 

Size. 

Copies. 

Pulls. 

Hours. 

M.  Ready. 

Work  Off 
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The  mention  of  the  machine  department  will  bring  the  printer  to  a 
better  frame  of  mind.  He  feels  kindly  towards  it,  as  it  has  been  his  friend 
for  all  time,  giving  him  a  good  return  on  his  capital.  Let  us  then  see  the 
elements  that  enter  into  the  cost  in  the  machine  department.  There  is 
supervision,  proportion  of  rent,  taxes,  light,  heat,  power,  oils,  waste,  return 
on  capital,  wages,  repairs  and  maintenance,  idle  time,  spoils,  and  even  then 
the  list  is  not  exhausted.  As  in  the  composing  department,  the  only 
method  of  finding  out  the  legitimate  proportion  to  charge  of  oncost  on 
wages  or  to  find  a  rate  per  hour  is  to  extract  from  the  books  the  different 
items  already  mentioned,  making  a  proportion  of  the  total  for  each 
machine,  add  wages  necessary  to  keep  it  running,  and  divide  this  by  the 
number  of  hours  really  worked.  Different  results  may  be  arrived  at  in 
different  localities,  but  the  following  have  been  found  to  be  rates  at  which 
machining  can  be  profitably  undertaken  : — 


Platens  at  Is.  per  hour 

Deiny  and  Royal  Cylinder  at  Is.  6d.  per  hour 
Double  Crown,  Double  Royal  at  2s.  per  hour 
Quad.  Crown,  Quad.  Royal  at  3s.  per  hour 
Double  Quad.  Crown,  etc.,  at  4s.  per  hour 


These  allow  for 

departmental  oncost, 

but  not  for  profit. 


Every  effort  of  the  foreman  of  this  department  will  be  needed  to 
check  waste — machine -boys  and  even  some  minders  have  little  or  no 
conscience.  The  overseer  will  enter  from  invoice  into  Stock  Book  of  Inks, 
etc. ;  he  will  be  able  to  advise  as  to  charges ;  he  wiU  know  the  best  price 
and  qualities,  and  will  take  a  decided  interest  in  keeping  his  department 
up  to  date  with  regard  to  method  and  material.  Energy  and  system  will 
have  good  results,  and  lack  of  these  will  bring  disaster  and  dissatisfaction. 

Careful  manipulation  of  paper  in  order  to  combat  the  tendency  of 
spoiling  will  of  itself  bring  an  abundant  reward,  even  if  it  were  only  in 
regard  to  the  decrease  in  the  amount  of  friction  with  customers.  To  the 
master  printer  who  is  fortunate  in  having  a  machine  overseer  who  combines 
these  qualities,  or  even  the  majority  of  them,  our  advice  is  to  keep  him 
even  although  he  expects  a  higher  wage  than  it  has  been  the  custom  to  pay. 
He  will  easily  save  the  extra  money  and  relieve  the  proprietor  of  anxiety. 

(e)  Warehouse. — In  this  department  the  finishing  touches  are  put  to 
the  job,  and  the  packing  and  despatching  take  place.  Besides  that,  there 
is  the  care  of  the  paper  stock  and  the  storage  of  printed  sheets.  Of  each 
job  as  it  leaves  this  department  for  delivery  a  voucher  is  sent  to  the  ofi&ce, 
and  the  despatch  is  recorded  in  the  Despatch  Book.  An  entry  is  made  in 
the  Delivery  Book,  which  is  signed  on  receipt  of  the  parcel  by  the  customer. 


Warehouse  Bills 

ENIINO 


No.l. 

No.  2. 

Etc. 

Etc. 

Warehouse. 

Total. 

Folding. 

Stitching. 

Cutting. 

Etc. 

£       s.       d 
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Folding,  collating,  inserting,  stitching,  perforating,  double  numbering,  and 
such  work  are  mostly  done  by  girls  whose  wage  will  average  3d.  per  hour, 
and  to  this  2d.  (making  5d.)  at  least  should  be  charged  to  cover  proportion 
of  expenses.  A  shilling  per  hour  for  cutting  and  packing  will,  we  think, 
leave  a  margin,  but  on  these  prices  the  profit  is  yet  to  be  put. 

As  in  the  other  departments,  the  Stock  Book  will  contain  a  record  of 
the  paper  coming  in  and  the  quantities  as  they  are  used  for  jobs.  Of 
course,  a  note  of  the  paper  for  the  publishers  would  be  kept  in  the  same 
way.  Long  ere  the  job  is  ready  for  the  warehouse,  the  memorandum  will 
have  been  received  giving  full  particulars  as  to  paper,  size,  etc. ;  and  as  a 
great  deal  rests  with  this  department  in  getting  out  the  work  at  the  time 
specified,  a  good  deal  of  management  enters  into  the  administration  of  the 
place.  As  the  paper  is  the  only  thing  that  the  printer  really  sells,  it  is 
always  a  profitable  arrangement  to  see  that  it  is  turned  over  as  often  as 
possible,  that  the  most  is  made  of  off-cuts,  and  that  the  paper  is  care- 
fully preserved.  The  papermakers  would  earn  a  deal  of  gratitude  if  they 
would  place  labels  on  the  end,  as  well  as  on  the  face,  of  reams,  where  they 
could  be  easily  read.  This  would  save  the  lifting  down  to  see  what  the 
wrapper  gives  as  the  description  of  the  paper.  Even  here  the  information 
given  is  very  meagre,  and  the  ream  has  to  be  opened  before  you  can  discover 
its  contents. 

Estimating 

As  has  already  been  said,  all  estimates  must  be  made  up  from  previous 
experience  of  costing,  and  if  we  make  up  an  Estimate  Book  to  contain  all 
the  particulars  already  shown  on  the  waybill,  it  will  be  a  sure  guide  in 
arriving  at  a  satisfactory  price  for  quoting.  The  percentages,  etc.,  which 
have  been  given  in  treating  of  costing  will  be  those  which  are  used  in 
estimating.  Be  sure  that  all  details  are  in,  and  if  it  be  work  for  which 
the  place  is  not  fitted,  it  may  pay  far  better  to  get  a  price  from  a  trade 
house,  and,  if  successful,  place  the  order  with  them.  By  doing  otherwise 
disaster  is  courted.  It  is  a  very  good  plan  to  have  a  scroll  estimate  book, 
into  which  the  heads  of  departments  or  the  estimating  clerk  would  enter 
the  jottings  and  arithmetical  processes  necessary  in  making  up  the  price. 
The  principal  items  of  those  are  always  copied  into  a  clean  estimate  book. 
A  form  for  use  in  sending  in  estimates  is  appended,  and  special  attention 
is  directed  to  the  lines  at  foot. 

(Address) 

(Date)     

Dear  Sir, 

We  have  pleasure  in  sending  you  Estimate  as  requested,  and  trust 
to  be  favoured  with  your  order,  which  will  have  our  best  attention. 

Yours  faithfully, 
Please  quote  No 

Quotation 


It  is  respectfully  urged  that  all  MSS.  be  carefully  revised   before  being  sent  to  the 
printer,  as  an  extra  charge  will  be  made  for  alterations  by  author. 

Time-keeping 

As  want  of  punctuality  is  a  great  source  of  leakage  in  the  factory,  time- 
keeping requires  some  attention.  One  cannot  but  be  struck  by  the 
amount  of  money  that  is  represented  in  the  numbers  of  all  classes  of 
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employees  who  may  be  seen  wending  their  way  to  work  after  the  hour.  The 
proprietor  should  have  some  reliable  method  of  recording  the  starting  time 
of  the  employees,  and  many  ways  and  methods  are  in  vogue.  There  is  the 
system  of  a  timekeeper  with  a  book.  Again  there  is  the  time-check  handed 
to  some  one :  but  the  automatic  clock  for  time-keeping  is  now  in  almost 
general  use,  and  undoubtedly  gives  most  satisfaction.  A  very  inexpensive 
and  reliable  apparatus  may  be  found  in  the  Corbett  Patent  Time  Check, 
the  complete  cost  of  which  is  only  £5,  and  full  particulars  could  be  had 
from  the  proprietors  at  140  West  George  Street,  Glasgow.  This  clock 
automatically  conducts  into  boxes  the  checks  placed  by  the  employees  in  a 
slot.  It  has  the  advantage  of  being  very  simple  and  free  from  elaborate 
working.  The  boxes  containing  checks  are  taken  to  the  clerk,  who  enters 
the  results  into  the  Time  Book,  those  in  time  having  a  cross  placed  at  their 
name,  and  the  others  late  having  the  time  marked. 
A  specimen  page  is  given  of  the  Time  Book : — 

Week  ending 


Name. 

Saturday. 

Monday. 

Tuesday. 

Wednesday. 

Thursday. 

Friday. 

Overtime  should  be  notified  on  some  such  form  as  the  following.  A 
slip  should  be  sent  to  the  counting-room  containing  a  note  of  the  employees 
who  have  been  given  leave  of  absence  during  the  day,  in  order  that  such 
time  may  be  deducted. 


Overtime  Slip 

Date  on  which  Overtime  occurred 

Department 

Work 


Name. 

Hours. 

Kate. 

Amount. 

s.        d. 

Overseer's  Signature.. 


No  Overtime  will  be  paid  for  unless  entered  on  this  slip. 

This  slip  mtist  be  forwarded  to  the  Counting-Room  on  the  morning  following  date  of  Overtime. 
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Ahserhce  Slip 


Department. 
Date 


Name. 

From 

To 

Hours. 

Overseer's  Signature. 


Office  Work 

In  no  line  of  business  nowadays  can  one  afford  to  neglect  the  oppor- 
tunities for  saving  time  and  money  in  office  work  offered  by  the  intro- 
duction of  the  latest  methods  of  fiKng  and  preserving  documents  or  in 
writing  and  despatching.  EoU-top  desks  for  the  principals  save  floor  space, 
and  contain  as  much  as  would  have  necessitated  many  cumbrous  contrivances 
long  ago.  Stationery  cases  and  cabinets  are  excellent  for  easy  reference  to 
documents  and  files,  and  duplicating  books  for  letters,  post  cards,  order  forms, 
etc.,  are  almost  too  well  known  to  need  much  description.  To  be  a  successful 
man  a  printer  must  study  these  and  adopt  them  to  suit  his  business.  If  it 
is  thought  time  might  be  saved  by  all  or  any  of  these,  they  should  be  tested 
and  adopted  so  far  as  they  are  of  service.  The  office  staff  from  which  most 
work  will  be  got  is  that  whose  counting-room  is  worked  on  a  system  in 
every  particular  complete,  and  which  has  easy  and  convenient  access  to  all 
the  books  and  files.  E.  Wilson. 

Private  Accounts. — Comparatively  few  business  men  are  good 
at  account  work ;  many  of  them  keep  their  private  accounts  in  a  very  loose 
manner,  or  omit  to  keep  them  at  all,  in  spite  of  which  there  is  a  general 
feeling  that  it  would  be  very  advisable  to  keep  private  accounts  as  carefully 
and  accurately  as  ordinary  business  accounts  if  a  simple  system  could  be 
devised. 

X.  commences  his  system  upon  the  1st  January  by  drawing  up  a 
statement  of  his  affairs.  For  the  year  following  that  date  his  accounts  are 
given.  There  is  no  duplication  of  similar  entries,  the  plan  being  adopted 
of  embracing  many  similar  transactions  into  one  whole  payment  or  receipt, 
each  individual  detail  of  which  would  have  been  dealt  with  precisely  as  the 
whole. 

Upon  the  1st  January  X.  was  able  to  define  his  assets  and  liabilities 
as  under : — 

Assets. — Capital  in  the  business  of  Messrs.  X.,  Y.,  Z.,  and  Co.,  £34,661  :  10  : 8.  X 
is  a  partner  in  the  said  firm,  and  the  capital  of  the  private  accounts  has 
been  arrived  at  after  the  adjustment  of  the  firm's  accounts  has  been  com- 
pleted. The  private  accounts  can  thus  only  be  finally  closed  after  the 
business  books  are  completed. 

Freehold  private  house,  The  Gables,  cost  £4450. 

Cash  at  London  and  Westminster  Bank,  £231  : 9  : 8.  Although  this  was  the 
balance  shown  in  the  bankers'  pass-book,  it  is  not  the  figure  which  opens 
X.'s  cash  account,  inasmuch  as  there  was  one  cheque  for  £18:7:4  drawn 
by  X.  on  30th  December  previous  not  presented  by  the  payee  until  the  3rd 
January. 
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Life  Policy  in  the  Sun  Life  office  for  £2500,  the  surrender  value  of  the  policy 
and  bonuses  being  £1087. 

Furniture  and  Pictures  at  The  Gables  valued  at  £1785.  This  asset  is  held  to  be 
subject  to  an  annual  depreciation  of  8  per  cent. 

Loan  to  X.'s  nephew  at  5  per  cent,  £1200.  Interest  is  due  quarterly  upon  the 
last  day  of  every  third  month  of  the  year,  the  amount  aue  31st  December 
not  having  been  received. 

Horses  and  carriages  valued  at  £625  (subject  to  10  per  cent  depreciation). 

£750  lent  on  mortgage  to  T.,  bearing  interest  at  4  per  cent,  payable  half-yearly 
on  the  15th  January  and  15th  July  each  year. 

50  £10  First  Preference  6  per  cent  Shares  in  the  H.  Co.,  Ltd.,  for  which  X.  had 
paid  £555,  but  the  market  price  of  which  upon  31st  December  was  £505 
(dividends  due  30th  June  ana  Slst  December  each  year,  the  latter  dividend 
received  2nd  January). 

£3000  5  per  cent  Debenture  Stock  in  the  O.  Co.,  Ltd.,  for  which  X.  had  paid 
£3000,  but  the  market  value  is  £2875  (interest  due  28th  February  and  31st 
August  each  year). 
Liabilities. — A  reserve  on  the  two  above  investments,  amounting  in  all  to  £175, 
To  create  this  reserve  is  preferable  to  writing  down  the  investments.  It 
has  the  same  effect  from  an  account  point  of  view,  but  has  the  distinct 
advantage  of  it  not  being  necessary  to  alter  the  cost  price  of  each  invest- 
ment in  the  books. 

Mortgage  on  The  Gables,  £1450,  bearing  interest  at  the  rate  of  4  per  cent  per 
annum,  payable  half-yearly  upon  31st  March  and  30th  September  in  each 
year.  Notice  was  given  by  X.  upon  30th  September  last  that  repayment 
would  be  made  in  six  months. 

Outstanding  expenses  for  accounts  coming  in  at  Christmas,  not  paid,  £112. 

JT.'s  Balance  Sheet  as  at  1st  Januarii 


Liahilites 

&       s. 

ri!. 

Outstanding  Expenses  . 

112     0 

0 

Mortgage  on  The  Gables 

1,450     0 

0 

Interest  accrued  on  same   for   3 

months,  less  tax  at  Is.   3d. 

in£ 

13  11 

9 

Capital 

46,563  19 

1 

48,139  10  10 


Cash  at  Bank      .... 

Messrs.  X.,  Y.,Z.,  &  Co.,  Business 
Capital 

Freehold,  The  Gables  . 

Life  Policy .... 

Furniture,  etc.     . 

Loan  to  X.'s  Nephew  . 

Interest  due  on  same  (after  de 
ducting  tax  at  Is.  3d.  in  f ) 

Horses  and  Carriages  . 

Mortgage  to  T.    . 

5^    months'     Interest    on    same 
accrued,    less    tax,    Is.    3d 
in  £      . 

Co.,     Ltd.,    Pre- 
ference Shares       .  £555  0  0 
Less  Reserve    .         .        50  0  0 


H, 


Dividend    accrued, 
Is.  3d.  in  £  . 

O.    Co.    Debenture 
Stock   . 
Less  Reserve    . 


less    tax    at 


£3000  0  0 
125  0  0 


4    months'    Interest  accrued   on 
same,  less  tax,  Is.  3d.  in  £  . 


£  s.  d. 

213  2  4 

34,561  10  8 

4,450  0  0 

1,087  0  0 

1,785  0  0 

1,200  0  0 

14  1  3 

625  0  0 

750  0  0 


12  17  10 

505  0  0 
14  1  3 

2,875  0  0 

46  17  6 

48,139  10  10 


X.'s  Cash  Eeceipts  for  the  year  were  as  follows : — 

X.'8  nephew,  interest  per  quarter  received  8th  January,  2nd  April,  4th  July, 

and  10th  October. 
Cheques  from  Messrs.  X.,  Y.,  Z.,  and  Co.,  in  all  £4210.    Interest  upon  capital 

at  the  rate  of  5  per  cent,  less  tax  at  an  average  of  Is.  per  £,  formed  a  part  of 

this  sum,  and  the  remainder  consisted  of  drawings  in  anticipation  of  profits. 

The  interest  charged  by  the  firm  on  account  of  the  drawings  was  £98  :  10s. 
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Sale  of  H.  Co.,  Ltd.,  Preference  Shares  "  cum  cliv."  on  14th  March  for  £522. 
T.'s  Mortgage  Interest  received  23rd  January  and  1st  August. 
O.  Co.  Debenture  Interest  received  1st  March  and  1st  September. 

All  these  moneys  were  paid  direct  to  the  bank. 

X.  drew  cheques  for  the  following : — 

Payment  of  the  outstanding  accounts. 

Mortgage  interest  on  The  Gables  to  31st  March  (less  tax  at  Is.  3d.  in  the  £) 

and  also  payment  of  the  principal  sum. 
For  housekeeping  purposes,  £540. 

For  stable  rent,  fodder,  coachman,  stable  lad,  and  extras,  £362. 
For  doctors,  chemist,  and  nursing,  £61 :  10s. 
For  education  of  children,  £207  :  6s. 
For  coal  and  lighting,  £55. 
For  wine  and  cigars,  £82. 
For  sundry  expenses,  £47. 

Personal  expenses  and  allowances  to  wife,  £535. 
For  rates  and  taxes,  £l23. 
For  new  furniture,  £54. 
For  donations  and  subscriptions,  £50. 
For  holiday,  £150. 
For  clothing,  etc.,  £114. 
For  repairs  at  The  Gables,  £29. 
For  cheque  books  for  the  year,  £l :  5s. 

The  accounts  at  the  close  of  the  year  unpaid  at  Slst  December 
amounted  to  £82,  and  these  are  distributed  over  the  separate  accounts 
in  the  Ledger. 

Payment  was  made  on  30th  June  for  Life  Policy  Premium,  £48. 

Upon  the  final  adjustment  of  Messrs.  X.,  Y.,  Z.  and  Co.'s  accounts  it 
was  ascertained  that  X.'s  share  of  net  profit  (after  all  charges  including 
interest  on  capital)  was  £2781 : 9  : 4  for  the  year. 


Jan.    1. 
2. 


23. 

Mar.  1. 

14. 
April  2. 

July  4. 

Aug.  1. 

Sept.  1. 

Oct.  10. 


Jan.  1. 


To  Balance       .        .        . 

,,   H.  Co.,  Ltd.,  Dividend 

,,    X.'s   nephew,   Interest 
due  31/12/02      . 

,,   T.'s  Mortgage  Interest, 
six  months 

,,    0.   Co.   Debenture  In- 
terest 

,,    Sale,  H.  Co.  Shares     . 

,,    X.'s    nephew,    Interest 
due  31/3/03 

,,   X.'s   nephew,    Interest 
due  30/6/03 

,,   T.'s  Mortgage  Interest, 
six  months 

,,   0.  Co.  Debenture  In- 
terest 

,,    X.'s    nephew,   Interest 
due  30/9/03 
X.,   Y.,  Z.  &  Co.  for 
year  .... 


Balance 


Cash  Book 


Jan.    1. 


■■  £ 

213 

14 

s. 
2 

1 

d. 
4 
3 

14 

1 

3 

14 

1 

3 

70 
522 

6 
0 

3 
0 

14 

1 

3 

14 

6 

3 

14 

3 

9 

71 

7 

1 

14 

6 

3 

4210 

0 

0 

5185 

16 

11 

1137 

12 

2 

Mar.  31. 
Dec.  31. 


June  30. 
Dec.  31. 


By  Outstanding  Expenses 

of  31/12/02 

,,  Mortgage  Interest 

,,  Mortgage  Loan   . 

,,  Housekeeping     . 

,,  Stable  Expenses . 

,,  Doctors,  etc. 

,,  Education  . 

,,  Coal  and  Lighting 

, ,  Wine  and  Cigars, 

,,  Sundries 

,,  Personal  and  Wife 

,,  Rates  and  Taxes . 

,,  Furniture   . 

,,  Donations  . 

,,  Holiday 

,,  Clothing,  etc. 

,,  Eepairs  to  House 

,,  Cheque  Books 

,,  Life  Policy  Premium 

,,  Balance 


112 

27 

1450 

540 

362 

61 

207 

55 

82 

47 

535 

123 

54 

50 

150 

114 

29 

1 

48 

1137 


s.  d. 

0  0 

3  9 

0  0 

0  0 

0  0 

10  0 

6  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

5  0 

0  0 

12  2 


5185  16  11 


Everything  has  been  worked  as  closely  and  accurately  as  practicable. 
As  an  example  take  the  receipt  for  the  0.  Co.  debenture  interest  due  31st 
August  and  received  by  X.  on  Ist  September.     The  gross  interest  for  the 
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half-year  is  £75,  viz.  5  per  cent  on  £3000  for  six  months.  The  tax  was  at 
the  rate  of  Is.  3d.  in  the  £  for  one  month,  viz.  interest,  £12  :  10s. ;  less  tax, 
158.  8d. ;  net,  £11:14:4;  and  the  tax  was  at  the  rate  of  lid.  in  the  £ 
for  five  months,  viz.  £62  :  10s.  interest ;  less  tax,  £2:17: 3;  net,  £59  :  12  : 9. 
Total,  £71 :  7 : 1. 

Ledger 
X.,  Y.,  Z.  &  Co. 


£  s.  d. 

Jan.    1.  To  Balance    .        .        .     34,561  10  8 
Dec.  31.  ,,  Interest  for  one  year, 

less  tax  .         .         .       1,641  13  5 

„  Share  Net  Profit       .       2,781  9  4 


Jan.    1.   ,,   Balance 


38,984  13     5 
34,676    3    5 


&         8.  d. 
Deo.  31.  By  Drawings  (Cash)       .       4,210     0  0 
,,   Interest    on     Draw- 
ings       .         .         .            98  10  0 
,,  Balance     .         .         .     34,676     3  5 


38,984  13     5 


Freehold,  The  Gables 


Jan.  1.  To  Balance 


£         s.    d. 
4450    0     0 


Furniture  Account 


Jan.     1.  To  Balance 
Dec.  31.    ,,  Cash   . 


Jan.     1.    ,,  Balance 


1785  0  0 

54  0  0 

1839  0  0 

1696  4  0 


Dec.  31.  By  Depreciation 
,,  Balance 


£      s.  d. 

142  16  0 

1696     4  0 

1839     0  0 


Life  Policy 


Jan.     1.  To  Balance  (value) 
June  30.     ,   Cash  . 


Jan.     1.  ',,    Balance 


1087    0    0 
48     0     0 


1135     0     0 


1103     0    0 


£  s.  d. 
Dec.  31.  By  written  off  two-thirds 

of  1903  Premium      .         32  0  0 

„    Balance       .         .         .     1103  0  0 


1135     0     0 


Loan  to  Nephew 


Jan.  1.  To  Balance , 


£         s.    d. 
1200     0     0 


Loan  on  Mortgage  to  T. 


Jan.  1.  To  Balance 


£       s.    d. 
750    0    0 


£       s. 


H.  Co.,  Ltd.,  Preference  Shares,  6  per  cent 


£        ».    d. 
Jan.  1.  To    Balance,    50    £10    Ist 

Preference       .        .        .     555    0    0 


565    a    0 


£  s.  d. 
Mar.  14.  By  Cash,  Sale    .         .         .     522  0  0 
, ,  Net  loss  on  Sale  to  Re- 
serve Account  .        .      33  0  0 

655  0  0 
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0.  Co.,  Ltd.,  5  per  cent  Debenture  Stock 


£         s.    d. 
Jan.  1.  To  Balance,   £8000  6  per 

cent       ....    3000    0    0 


s.       d. 


HORBES   AND    CARRIAGES 


Jan.  1.  To  Balance 


Jan.  1.   ,,  Balance 


&       s.    d. 
625    0    0 


625     0     0 


£     8.  d. 
Deo.  31.  By    Depreciation,    10    per 

cent          .        .         .       62  10  0 

,,     Balance       .        .        .     562  10  0 


.     562  10    0 
Reserve  on  Shares  Account 


625     0    0 


Mar.  14.  To  Loss  on  H.  Co.  upon 
Sale  of  Shares  . 

Dec.  81.  ,,  Transfer  to  Capital 
Account  part  Re- 
serve not  required    . 

Dec.  31.    ,,    Balance 


£ 

s. 

d. 

83 

0 

0 

17 

0 

0 

125 

0 

0 

175 

0 

0 

Jan.  1.  By  Balance  . 

H.  Co.,  Ltd. 
0.  Co.,  Ltd. 


£       s.    d. 

50    0    0 

125     0     0 


£       s.    d. 
175    0    0 


175     0     0 


Jan.  1.    ,,    Balance,  Reserve  on  0. 

Co.,  Ltd.     .        .        .     125     0    0 


Mortgage  on  The  Gables 


Mar.  81.  To  Cash 


£         s.    d.    I 
1450     0     0       Jan.  1.  By  Balance 


£         s.    d. 
1450     0    0 


Outstanding  Expenses  Account 


Jan.  1.  To  Cash 


£       «.    d. 
112    0    0       Jan.     1.  By  Balance 


Dec.  31.  Owing  for  Stable 
Coal  and  Lighting 
Wine  and  Cigars 
Rates  and  Taxes 
Clothing,  etc.  . 
House  Repairs   . 


£       s.    d. 
112     0     0 


18 

10 

0 

5 

0 

0 

17 

10 

0 

9 

0 

0 

20 

0 

0 

12 

0 

0 

82 

0 

0 

Housekeeping 


To  Cash 


£       s.    d.     I  £       .«.    d. 

540    0    0       Dec.  31.  By  Expenditure  Account  .     540    0    0 


Stable  Expenses 


To  Cash     . 

Dec.  31.   „  Outstanding 


£       s.  d. 

362     0  0 

18  10  0 

380  10  0 


£        s.    d. 

Dec.  31.  By  Expenditure  Account   .     380  10    0 

380  10    0 
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Doctors,  etc 


To  Cash 


£     s.     d.     \  £     8.     d. 

61  10    0       Dec.  31.  By  Expenditure  Account     .    61  10    0 


Education 


To  Cash 


£      s.   d.    I  £,8.   d. 

207    6    0       Dec.  31.  By  Expenditure  Account  .     207    6    0 


Coal  and  Lighting 


To  Cash 

Dec.  31.  ,,  Outstanding 


£ 

55 

5 

8.    d. 
0     0 
0     0 

60 

.0.  » 

Dec.  31.  By  Expenditure  Account 


£      s.    d, 
60    0     0 


60    0     0 


Wine  and  Cigars 


To  Cash 

Dec.  31.  ,,  Outstanding 


£       s.  d. 

82     0  0 

17  10  0 

99  10  0 


Dec.  31.  By  Expenditure  Account 


£       s.    d. 
99  10     0 


99  10     0 


Sundries 


To  Cash 


£      s.    d.     \  £      s.    d. 

47    0    0       Dec.  31.  By  Expenditure  Account     .     47    0    0 


Personal  Expenses 


To  Cash 


£        s,    d.     \  £        s.    d. 

535    0    0       Dec.  31.  By  Expenditure  Account   .     535    0    0 


Rates  and  Taxes 


■ To  Cash     . 

Dec.  31.   „  Outstanding, 


£       ». 

123     0 

9    0 

d. 
0 
0 

132    0 

J 

£        s.    d. 
Dec.  31.  By  Expenditure  Account   .     132    0    0 


132    0    0 


Donations 


To  Cash 


£      s.    d.     \  £      s.    d. 

50    0    0       Dec.  31.  By  Expenditure  Account     .     50    0    0 


Holiday 


To  Cash      . 


£        s.    d.     \  £        B.    d. 

150    0    0       Dec.  31.  By  Expenditure  Account   .    150    0    0 
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Clothing,  etc. 


To  Cash      . 

Dec.  31.  ,,  Outstanding 


£  s.  d. 

114  0  0 

20  0  0 

134  0  0 


£,      ». 


Dec.  31.  By  Expenditure  Account   .     134    0    0 


134    0    0 


House  Repairs 


To  Cash 

Dec.  31.  ,,  Outstanding 


&      s.    d. 
29     0     0 
12     0     0 

Dec.  ,31 

41     0    0 

Bank  Charges 

Dec.  ,31.  By  Expenditure  Account 


£      s.    d. 
41     0     0 


41     0     0 


To  Cash  (cheque  books) , 


£,     s.    d.     \  £,     s,    d. 

15    0       Dec.  31.  By  Expenditure  Account       .15    0 


Dividends  and  Interest 


Jan.     1.  To  Amounts    accrued  to 
this  date,  viz. — 
,,  X.'s  Nephew,  Interest 
,,  T.'s  Mortgage  Interest 
, ,  H.  Co.  Preference  Divi- 
dend 
,,  0.  Co.  Debenture  In- 
terest   . 

,,  Total  accrued   at  date 
Mar.  31.    ,,  Cash,Mortgage  Interest 

on  The  Gables . 
Dec.  31.    ,,  X.,  Y.,  Z.  &  Co.,   In- 
terest  on    Drawings 
for  Year  . 
,,  Transfer     to     Income 
Account  . 


£      s.    d. 

14     1     3 
12  17  10 

14     1  3 

46  17  6 

87  17  10 

27     3  9 

98  10    0 

1757  11     1 


Dec.  31.  To  Balance  brought  down 
of  Amounts  accrued 
at  date 


1971     2     8 


75     2  11 


£     s.    d. 


Jan.    1. 

By  Amount     accrued     on 
Gables  Mortgage  In- 

terest 

13 

11 

9 

2. 

,,  Cash,  H.  Co.  Dividend 

14 

1 

3 

8. 

,,    Cash,    X.'s    Nephew, 

Interest   . 

14 

1 

3 

23. 

,,    Cash,    T.'s    Mortgage 

Interest   . 

14 

1 

3 

Mar.   1. 

, ,    Cash ,  0.  Co.  Debenture 

Interest    . 

70 

6 

3 

April  2. 

,,    Cash,    X.'s    Nephew, 

Interest    . 

14 

1 

3 

July  4. 

,,    Cash,    X.'s    Nephew, 

Interest    . 

14 

6 

3 

Aug.   1. 

,,    Cash,    T.'s    Mortgage 

Interest   . 

14 

3 

9 

Sept.  1. 

, ,    Cash,0.  Co.  Debenture 

Interest    . 

71 

7 

1 

Oct.  10. 

,,    Cash,    X.'s    Nephew, 

Interest    . 

14 

6 

3 

Dec.  31. 

„  Cash,  X.,  Y.,  Z.&CO., 

Net  Interest  for  Year 

1641 

13 

5 

,,  Amounts    accrued    to 

this  date,  being  car- 

ried down  as  Balance, 

VIZ. — 

,,  X.'s  Nephew,  Net  In- 

terest, 3  months,  less 

tax  at  lid. 

14 

6 

3 

,,  T.'s  Mortgage,  Net  In- 

terest,   5^    months. 

less  tax  at  lid. 

13 

2 

6 

,,  0.  Co.,  Ltd.,  Debenture 

Interest,  4  months  at 

5  per  cent,  less  tax  at 

lid.        . 

47 

14 

2 

1971    2    8 
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Expenditure  Account 


Dec.  31.  To  Depreciation,      Furni- 
ture 
,,  Depreciation,     Horses, 
etc. 

Written  off  Policy 

Housekeeping     . 

Stable  Expenses  . 

Doctors 

Education  . 

Coal  and  Lighting 

Wine  and  Cigars 

Sundries 

Personal  Expenses 

Rates  and  Taxes 

Donations  . 

Holiday 

Clothing,  etc. 

House  Repairs 

Bank  Charges 


£,       s. 

d. 

142  16 

0 

62  10 

0 

32  0 

0 

540  0 

0 

380  10 

0 

61  10 

0 

207  6 

0 

60  0 

0 

99  10 

0 

47  0 

0 

536  0 

0 

132  0 

0 

50  0 

0 

150  0 

0 

134  0 

0 

41  0 

0 

1  5 

0 

2676  7 

0 

£        s.     d. 
Dec.  31.  By  Transfer  to  Income  and 

Expenditure  Account    2676    7    0 


2676    7    0 


Income  Account 


£        i.     d. 
Dec.  31.  To  Transfer  to  Income  and 

Expenditure  Account    4539    0    6 


4539     0     5 


£       «.    d. 
Dec.  31.  By  X.,  Y.,  Z.  &  Co.,  Net 

Profit  for  Year  .     2781     9     4 

,,  Dividends      and      In- 
terests Account        .     1757  11     1 


4539     0     5 


Income  and  Expenditure  Account 


£        s.    d. 
Dec.  31.  To  Transfer  from  Expendi- 
ture Account    .         .     2676     7     0 
,,  Transfer  to  Capital  Ac- 
count, being  Excess  of 
Income  for  the  Year       1862  13    5 


4539     0    5 


£      s.    d. 
Dec.  31.  By  Transfer  from  Income 

Account  .        .        .     4539    0    5 


4539    0    5 


Capital  Account 


£         s.    d. 
Dec.  31.  To  Balance  carried  down    48,443  12    6 


48,443  12     6 


Jan.    1.  By  Balance 


£       s.    d. 
46,563  19     1 


Dec.  31.   ,,    Excess  of  Income  over 

Expenditure  for  Year     1,862  13     5 
,,    Part  Reserve  made  on 
Shares,    no    longer 
required         .        .  17    0    0 

48,443  12    6 
Dec.  31.   „    Balance  brought  down  48,443  12    6 
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Balance  Sheet  as  at  SIst  December 


Liabilities 


Outstanding  Expenses  . 
Capital  Account  . 


£        s.    d. 

82     0     0 

48,443  12     6 


48,525  12     6 


Assets 

Cash  at  Bank 
Messrs.  X.,  Y.,  Z.  &  Co. 
Freehold,  The  Gables    . 
Life  Policy  .... 
Furniture,  etc. 
Loan,  X.'s  Nephew 
Net  Interest  accrued  on  same 
Horses  and  Carriages    . 
Mortgage  to  T.      . 
Net  Interest  accrued  on  same 
O.  Co.  Debenture  Stock,  £3000  0  0 
Less  Reserve  .        .        125  0  0 

Net  Interest  accrued  on  same 


&       s.  d. 

1,137  12  2 

34,676     3  5 

4,450    0  0 

1,103     0  0 

1,696     4  0 

1,200     0  0 

14     6  3 

562  10  0 

760     0  0 

13     2  6 


2,875     0    0 
47  14    2 

48,525  12    6 


The  few  further  notes  which  may  be  necessary  are  as  follow: — The 
revaluation  of  the  surrender  value  of  the  life  policy  on  31st  December  has 
been  taken  in  the  above  illustration  as  the  value  at  the  beginning  of  the 
year,  plus  one-third  of  the  premium  paid  during  the  year.  A  more  accurate 
valuation  could  be  obtained  by  asking  for  a  new  quotation  of  the  surrender 
value  at  the  company's  office.  It  will  be  noticed  that  two-thirds  of  the 
premium  has  been  charged  as  expenditure,  and  this  would  be  slightly  altered 
if  the  surrender  value  was  given  at  a  different  figure  to  that  assumed. 

The  apportionment  of  the  £4210  drawn  from  the  business  of  Messrs. 
X.,  Y.,  Z.  and  Co.,  between  drawings  in  anticipation  of  profits  and  drawings 
on  account  of  interest  on  capital,  should  give  no  difficulty.  It  will  be 
noticed  that  the  net  interest  on  capital  for  the  year  and  the  share  of  net 
profits  for  the  year  are  both  shown  separately  in  X.,  Y.,  Z.  and  Co.'s  account. 

The  income  tax  has  been  worked  as  closely  as  practicable  for  the  whole 
year,  but  the  tax  has  been  taken  up  to  the  end  of  March  at  Is.  3d.  in  the 
£,  instead  of  to  5  th  April. 

When  the  outstanding  expenses  which  are  shown  as  owing  at  the  close 
of  the  year  are  paid,  the  Cash  Account  will  be  credited  and  the  Outstand- 
ing Expenses  Account  debited,  when  the  latter  account  will  be  closed  in 
like  manner  as  those  amounts  due  at  the  beginning  of  the  year  were  cleared 
off.  Percy  Child. 

Private  Accounts  (Tabular  System).— The  method  of 

keeping  private  expenditure  accounts  or  household  accounts  by  an  ordinary 
Cash  Book,  and  posting  each  item  to  an  account  in  a  Ledger,  is  the  most 
satisfactory  and  complete  method,  and  affords  the  most  perfect  record  of  aU 
the  expenditure.  The  only  disadvantage  in  connection  with  the  method  is 
the  labour  involved  in  keeping  the  Ledger.  The  tabular  system  is  very 
adaptable,  and  is  eminently  suitable  for  recording  private  expenditure,  in 
which  there  is  no  necessity  for  recording  the  incurring  of  debts,  but  simply 
their  payment,  and  in  which  the  payments  may  be  analysed  under  a  few 
general  heads. 

There  is  shown  below  such  an  analytical  Private  Cash  Book  which  will 
be  found  amply  sufficient  for  recording  the  private  expenditure  of  a  house- 
hold. The  receipts  and  payments,  immediately  they  are  entered  in  this 
book,  are  analysed  under  their  proper  heads,  so  that  at  the  end  of  the  year 
when  it  is  desired  to  prepare  an  abstract  all  that  has  to  be  done  is  to  utilise 
the  totals  of  the  various  columns  as  shown  in  the  abstract  given.     The 
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bank  column  on  the  debit  side  is  an  exact  copy  of  the  paid-in  side  of  the 
Bank  Pass  Book,  and  that  on  the  credit  side  is  an  exact  copy  of  the  cheque 
or  paid-out  side  of  the  Bank  Pass  Book.  The  method  of  keeping  such  a 
Cash  Book  should  be  fully  understood  from  the  example  given,  but  further 
explanation  of  this  form  will  be  found  in  the  article  "  Book-keeping,"  vol.  i. 
p.  454  By  keeping  such  a  Cash  Book  the  Ledger  is  dispensed  with.  When 
it  is  desired  to  refer  to  any  payment  the  date  of  which  is  not  known,  it 
may  be  readily  found  by  looking  for  it  in  its  appropriate  analytical  column. 
The  following  is  the  abstract  of  the  income  and  expenditure  prepared  from 
the  totals  of  the  analytical  columns : — 

Abstract  of  Income  and  Expenditure  for  the  Year  1903 
Income.  Expenditure. 


Total  Income 


£       s. 

d. 

£ 

s. 

d. 

802     0 

0 

Food 

235 

0 

0 

Clothing    .... 

100 

0 

0 

Wages        .... 

42 

0 

0 

Personal     .... 

100 

0 

0 

Rent,  etc 

180 

0 

0 

Repairs,  etc. 

10 

0 

0 

667 

0 

0 

Excess  of  income  over  expend! 

ture  for  the  year . 

135 

0 

0 

802    0 

0 

802 

0 

_0 

[Form 
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Form  of  Private  Cash  Book— 

Dr. 

Other 
Receipts. 

Income. 

Bank. 

Cash. 

£        c.    d. 

£        s.    d. 

£         s.     d. 

£       s.    d. 

January. 
Balances  in  Bank  and  on  hand               .  ^^ 
Paid  Taxes  for  year  by  cheque       .         .  ^1 

50     0     0 

10     0     0 

1 

3 

100     0     0 

100    0    0 

8 

Received   Dividend   on  Railway  4  per  cent 
Debenture  Stock 

2600     0     0 

2500     0     0 

Uplifted  above  Stock  (banked) 

Invested  in  New  Zealand  Government  Stock 

300     0     0 

300     0    0 

15 

Received  Salary  for  half-year  (banked)  .  ^^\ 

May.                           ^1 
Paid  Rent  of  Dwelling-house  for  year  by 

cheque 
Paid  Servants'  Wages 

96     0     0 

96     0    0 

Received.  Dividend  on  New  Zealand  Govern- 
ment Stock 

July. 

300     0     0 

300    0     0 

8 
31 

Received  Salary  for  half-year  (banked)  . 
Paid  Gas  and  Coal  Accounts  .... 
,,     W.  Da  vies,  Account  for  Clothing,  etc.  . 

December. 
Paid  J.  Snow,  Butcher,  Account  (cheque) 
,,     T.  Martin,  Baker,  Account    . 
,,     J.  Swan,  Grocer,  Account  (cheque) 
,,     G.  White,  Fruiterer,  Account 
,,     Sundry  Accounts  for  Food 

6     0     0 

6     0     0 

Interest  on  Bank  Deposit      .... 

Paid  Sundries 

Balances  in  Bank  and  on  hand 

2500     0     0 

802     0     0 

3156     0     0 

206     0    0 

Private  Ledg'er.    See  Book-keeping,  vol.  i.  p.  462. 

Probate — The  term,  in  its  strictest  sense,  signifies  the  copy  of  a 
will  which  is  given  to  the  executor,  together  with  a  certificate  granted  by 
the  Court,  and  signed  by  one  of  the  registrars,  certifying  that  the  will  has 
been  proved.  The  term  "  probate  "  is  also  used  in  a  wider  sense  to  indicate 
the  process  and  results  of  proving  a  will,  and,  finally,  it  is  also  used  to 
denote  all  matters  coming  within  the  purview  of  the  Probate  Court.  (See 
"  Executors  and  Administrators,"  vol.  ii.  p.  431.) 

Profit. — Profit  consists  of  the  surplus  remaining  over  from  the 
employment  of  capital  after  defraying  all  the  necessary  expenses  and 
outlay  incurred  in  its  employment,  and  after  the  capital  has  been  replaced 
or  provision  made  for  its  replacement.  If  there  are  not  sufficient  assets 
left  to  replace  the  capital,  the  result  of  the  venture  or  employment  is  a  loss, 
and  the  amount  by  which  the  capital  is  diminished  is  the  measure  of  this 
loss.  It  should  be  observed  that  this  definition  of  profit  is  from  an 
economist's  point  of  view,  and  while  absolutely  true  in  theory,  cannot 
always  be  employed  in  practice  to  ascertain  what  may  be  profit  as  defined 
by  an  Act  of  Parliament  or  some  other  deed  regulating  a  business.  Under 
an  Act  of  Parliament  there  is  sometimes  included  under  the  term  "  profit " 
what  is  not  embraced  by  this  definition.     Such  statutory  or  legal  profit 
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Cr. 


Cash. 


2  0  0 

5  0  0 

5  0  0 
0  0  0 

4  0  0 

6  0  0 


Bank. 


£  s.  d. 

35  0  0 

2500  0  0 

120  0  0 


100  0  0 

80  0  0 

90  0  0 

10  0  0 

110  0  0 

111  0  0 


3156    0     0 


Food. 


£       s.    d. 


80  0  0 

25  0  0 

90  0  0 

30  0  0 

10  0  0 


235     0     0 


Clothing. 


£       s.    d. 


100     0     0 


100     0     0 


£      s.    d. 


42     0     0 


42     0     0 


Personal. 


£       s.    d. 


100     0     0 


100     0     0 


Rent,  Rates, 
Gas,  Coal. 


£       s.     d. 
35     0    0 


120    0    0 


25     0     0 


180     0    0 


Repairs  and 
Furnish- 
ings. 


s.    d. 


10     0     0 


10     0     0 


Other 
Payments 


2500     0     0 


2500     0     0 


must  be  distinguished  from  the  profit  above  defined.  Grreat  controversy 
has  taken  place  and  considerable  difference  of  opinion  exists  as  to  what  are 
the  profits  of  a  company  for  dividend  purposes,  and  this  subject  has  been 
before  the  Courts  repeatedly.  There  are  two  main  systems  of  arriving  at 
profit  for  dividend  purposes,  known  as  the  single  account  system  and  the 
double  account  system,  which  terms,  however,  should  not  be  confused  with 
the  terms  single  entry  and  double  entry.  Under  the  single  account  system 
the  profits  are  arrived  at  by  means  of  balance  sheets  showing  the  true 
financial  position  of  the  company  or  concern,  supplemented,  where  the 
books  are  properly  kept,  by  a  profit  and  loss  account.  For  example,  the 
profit  for  the  first  year  of  a  company  would  be  the  excess  of  assets  over 
liabilities  (including  the  paid-up  capital),  while  there  would  be  exhibited 
in  the  profit  and  loss  account  the  sources  from  which  the  profit  has  arisen. 
The  profit  for  any  period  is  the  difference  between  the  surplus  of  assets 
over  liabilities  at  the  beginning  of  the  year  and  the  surplus  as  shown  at 
the  close.  The  chief  point  to  note  is  the  fact  that  a  balance  sheet  showing 
the  true  financial  position  is  prepared,  and  it  will  be  at  once  observed  that 
by  this  means  the  economic  profit  as  defined  above  is  arrived  at. 

Under  the  double  account  system  (see  article  on  "Double  Account 
Form  of  Balance  Sheet,"  vol.  ii.  p.  396)  capital  and  revenue  transactions 
are  kept  quite  distinct,  and  profits  may  be  shown  and  divided  among  the 
shareholders  without  taking  into  account  any  diminutions  or  accretions  to 
the  chief  assets. 
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The  principle  laid  down  in  the  case  of  Lee  v.  Neuchatel  Go.  is  that 
where  the  income  of  a  company  exceeds  the  expenditure,  such  excess  can 
be  looked  upon  as  profit  and  distributed  among  the  shareholders  even 
though  the  income  was  derived  from  a  wasting  asset,  and  no  provision  need 
be  made  for  the  replacement  of  such  asset. 

Again,  in  the  case  of  Verner  v.  General  and  Gommercial  Trust,  it  was 
laid  down  that  the  net  profit  of  a  company  can  be  divided  as  dividend, 
provided  that,  while  loss  or  depreciation  on  fixed  capital  need  not  be 
charged,  loss  or  depreciation  of  circulating  capital  must  be  provided  for  in 
arriving  at  profits. 

In  the  single  account  system  aU  losses,  whether  revenue  or  capital 
losses,  are  taken  into  account  before  arriving  at  the  profit  for  dividend, 
whereas  in  the  other  system  this  is  not  usually  done. 

The  division  of  profits  in  a  partnership  is  governed  by  the  deed  of 
copartnery,  and  failing  any  such  contract,  by  the  provisions  of  the 
PartnersMp  Act  1890.  Sometimes  the  profits  are  divided  among  the 
partners  according  to  the  capital  which  each  partner  has  contributed,  and 
in  such  cases  it  is  necessary  to  show  in  the  capital  account  the  figure  which 
has  to  be  used  for  this  purpose.  The  more  usual  method  of  dividing  profit 
is  according  to  fixed  ratios.  In  a  few  cases,  however,  the  contract  of 
copartnery  provides  that  the  profits  are  to  be  divided  in  proportion  to 
each  partner's  capital  and  the  time  such  capital  has  been  in  the  business. 
In  such  cases  the  accounts  of  all  the  partners  must  be  reduced  to  a  common 
ratio — say  the  equivalent  capital  held  by  each  for  one  month  or  day.  After 
this  has  been  done  the  profit  is  divided  in  the  ratio  which  the  figures 
found  for  each  partner  bear  to  the  total  capital  held  for  the  one  month  or 
one  day  as  the  case  may  be.  Perhaps  the  simplest  practical  method  in 
such  a  case  is  to  calculate  interest  on  the  various  capital  accounts,  say  at 
5  per  cent,  and  then  divide  up  the  profit  shown  in  proportion  to  the  interest 
on  each  capital  account. 

Profit  and  Loss  Account. — The  Profit  and  Loss  Account  as 
a  Ledger  account  is  the  account  in  which  are  collected  on  the  credit  side  all 
the  sources  of  profit,  and  on  the  debit  side  all  the  charges  incurred  in 
making  the  profit  during  a  given  period.  If  the  credit  side  of  the  Profit 
and  Loss  Account  is  greater  than  the  debit  side  there  is  a  profit,  but  if  less 
there  is  a  loss. 

The  preparation  of  this  account  from  the  Ledger  accounts  has  already 
been  fully  explained  under  the  article  on  "  Book-keeping,"  vol.  i.  p.  406, 
and  nothing  further  need  be  said  as  to  this.  It  is  usual  for  this  account  to 
be  subdivided,  the  subdivision  varying  according  to  the  nature  of  the 
business.  In  ordinary  circumstances  the  gross  profit  is  shown  in  a  Goods 
Account  or  a  Trading  Account,  which  in  reality  are  parts  of  the  Profit  and 
Loss  Account.  The  gross  profit  so  ascertained  is  carried  to  the  credit  of  the 
Profit  and  Loss  Account,  against  which  appear  all  other  expenses  not  already 
charged  in  the  Goods  Account  or  Trading  Account.  Extraordinary  profits 
and  losses  may  appear  in  a  third  division,  and  a  final  division  may  show  how 
the  profit  has  been  apportioned. 

The  facts  to  be  ascertained  and  shown  in  the  Profit  and  Loss  Account 
and  its  branches  are,  shortly : — 

1.  The  turnover  of  the  business,  both  as  a  whole  and  in  each  department, 
where  the  accounts  of  each  department  are  kept  separate. 

2.  The  expenditure,  as  a  whole  and  in  each  department,  which  is  directly 
due  to  the  volume  of  business  done. 
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3.  The  gross  profit  as  ascertained,  both  as  regards  the  whole  business  and 
each  department,  from  the  above  particulars. 

4.  The  expenditure  which  is  due  to  the  establishment,  or  relates  to  the 
conduct  and  management  of  the  business  as  a  whole,  and  is  not  so  directly 
due  to  the  turnover,  but  depends  more  upon  the  premises  or  constitution  of 
the  business,  and  would  practically  not  change  much  with  any  change  in 
the  turnover. 

5.  The  profit  or  loss  which  is  due  to  the  business,  apart  from  any  modifica- 
tions that  the  profits  may  sustain  through  the  capital  being  insufficient 
or  excessive.     This  is  arrived  at  by  deducting  4  from  3. 

6.  The  net  profit,  after  making  all  allowances  for  interest  and  discount, 
which  are  apportionable  to  capital. 

To  attain  these  results  it  is  necessary  to  divide  the  Profit  and  Los& 
Account  into  various  sections,  and  this  may  be  done  either  by  balancing 
off  one  account  as  occasion  requires,  or  separate  accounts  may  be  opened. 
Sometimes  separate  accounts  show  the  division  in  a  clearer  manner  than, 
the  method  of  having  one  Profit  and  Loss  Account  with  rests. 

A  good  arrangement  which  is  applicable  to  most  businesses  is  to  have 
the  Profit  and  Loss  Account  divided  into  four  sections,  the  first  section 
being  the  Trading  Account,  which  brings  out  the  gross  profit  on  trading 
after  charging  all  expenses  connected  with  sales.  The  second  section, 
which  may  be  termed  the  Ordinary  Business  Profit  and  Loss  Account,  will 
have  on  the  credit  side  the  gross  profit  carried  from  the  first  section, 
together  with  any  income  not  directly  connected  with  sales,  such  as  rent 
of  premises  held  by  the  firm,  while  on  the  debit  will  appear  fixed  charges, 
such  as  rent,  taxes,  salaries  of  office,  and  other  expenses  which  are  not 
directly  connected  with  sales,  and  which  do  not  vary  with  a  rise  or  fall  of 
the  turnover.  The  balance  on  this  section  will  then  be  carried  to  the  third 
section,  which  may  be  termed  the  Net  Profit  Account.  On  the  credit  side 
of  this  section  appears  the  balance,  if  any,  brought  from  the  previous  sectioli, 
and  such  income  as  interest  on  investments,  interest  earned,  and  cash 
discounts,  which  depend  on  the  capital  in  the  concern.  This  section  is 
debited  with  charges  connected  with  capital,  such  as  interest  on  loans. 
The  fourth  section,  which  may  be  termed  the  Profit  and  Loss  Appropriation 
Account,  is  credited  with  the  balance,  if  any,  from  the  third  section,  together 
with  the  balance  of  unallocated  profit  from  the  previous  year.  On  the  debit 
side  is  shown  how  this  profit  has  been  allocated,  whether  in  the  form  of 
interest  on  partners'  capital,  share  of  profit  allocated  to  capital,  or  profit 
reserved  for  any  special  purpose.  If  the  business  is  that  of  a  public 
company,  the  dividend  paid  on  the  shares  is  debited  to  this  account, 
together  with  any  sum  carried  to  the  reserve  fund,  and  the  balance  un- 
appropriated is  carried  forward,  and  appears  in  the  next  Profit  and  Loss 
Appropriation  Account. 

The  form  of  the  account  given  below  should  be  carefully  studied,  but  its 
utility  can  only  be  appreciated  in  practice.  By  the  use  of  such  divisions, 
and  by  comparing  the  accounts  of  one  year  with  another,  any  looseness  in 
the  management  of  a  business,  or  anything  which  might  endanger  its 
stability,  can  as  a  rule  be  at  once  detected,  and  measures  taken  to  prevent 
further  loss. 
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Profit  and  Loss  Account 


Expenditure 

To  Cost  of  goods  used  (including 
carriage  inwards,  and  after 
deducting  purely  trade  dis- 
counts) .... 
, ,  Expenditure  directly  connected 
with  sales,  or  which  reduces 
the  price  realised  for  the 
goods,  such  as — 

Commission  and  salaries  of 
travellers,  and  travellers' 
expenses 
Wa<?es  of  salesmen     . 
Wages  of  porters 
Carriage  outwards  of  goods 
sold        .... 
Cash  discount  allowed  on 
sales       .... 
,,    Balance    carried   down,   being 
gross  profit    .... 


To  Fixed  charges  not  directly  con- 
nected  with   sales    and    not 
varying  much  with  the  turn- 
over, such  as — 
Rent,  rates,  taxes 
Repairs  and  upkeep  of  offices 
Salaries  of  office  staff  and 

management  . 
Depreciation 
,,   Business  losses,  such  as — 

Bad  debts  .... 
Defalcations 
,,   Balance    carried    down,    being 
profit  on  ordinary  business    . 


To  Expenses  connected  with 

capital,  such  as — 

Interest  on  loans    .        .  £ 
,,     Balance   carried   down,    being 

net  profit      .... 


To  Allocation  of  profit : — 
Interest  on  capital 
Profit  allocated  to  capital 
Profit  allocated  to  reserve 

,,  Profit  unappropriated,   carried 
forward 


Income 

By  Sales  (after  deducting  purely 
trade  discounts)    .        .        .  £ 


By  Balance  brought  down,  being" 
gross  profit    .... 
,,    Income  not  directly  connected 
with  sales,  such  as — 

Rent  of  stores  or  premises 
belonging  to  the  business 
let  to  tenants 
Revenue  from  royalties 


By  Balance  brought  down,  being 
profit  on  ordinary  business    . 
, ,    Income  connected  with  capital, 
such  as — 
Revenue  from  investments 
Interest  earned  . 
Cash    discounts    obtained, 
which  depend  upon  the 
amount  of  capital  in  the 
business 


By  Balance  brought  down,  being 
net  profit      .        .        .        .  £ 


Promoter.     See  Company  Promotion  and  Flotation,  vol.  ii. 
p.  169. 

Property  Accounts.    See  Book-keeping,  vol.  i.  p.  411. 

Property  and  Income.    See  Income  Tax,  vol.  iii.  p.  314. 
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Prospectus.  See  Company  Promotion  and  Flotation,  vol,  ii. 
p.  171. 

Provisional  Order.— A  provisional  order  is  now  the  normal 
means  by  which  parliamentary  powers  are  obtained  in  applications  for  such 
powers  relating  to  Scotland.  Prior  to  1900  Parliament  had  by  a  number  of 
general  Acts  delegated  the  consideration  of  certain  classes  of  applications  for 
statutory  power  to  government  departments,  who  were  authorised  to  make 
local  inquiries  by  their  officials  or  nominees  into  the  merits  of  the  applica- 
tions, and  to  issue  provisional  orders  granting  the  powers  desu-ed,  subject  to 
confirmation  by  Parliament.  By  the  Private  Legislation  Procedure  (Scotland) 
Act,  1899  (62  &  63  Yict.  c.  47),  procedure  by  provisional  order  was, 
with  certain  exceptions,  substituted  for  procedure  by  private  bill  in  all 
applications  for  parliamentary  powers  relating  to  Scotland.  The  new 
system  of  provisional  orders  thus  introduced  is,  however,  regulated  by  an 
entirely  different  code  of  procedure  from  the  old  system,  which  it  left  un- 
touched ;  and  it  is  necessary  to  keep  the  two  systems  distinct. 

I.  Provisional  Orders  under  the  Private  Legislation  Procedure 
Act. — Provisions  of  the  Act. — The  chief  provisions  of  the  Act  are  that 
(sect.  1)  any  public  authority  or  persons  who  desire  to  obtain  parliamentary 
powers  in  regard  to  any  matter  affecting  public  or  private  interests  in 
Scotland,  must  proceed  by  presenting  a  petition  to  the  Secretary  for 
Scotland  praying  him  to  issue  a  provisional  order  in  accordance  with  the 
terms  of  a  draft  order  submitted  to  him.  The  chairman  of  committees  of 
the  House  of  Lords  and  the  chairman  of  ways  and  means  in  the  House  of 
Commons  (hereinafter  referred  to  as  "  The  Chairmen ")  are  authorised 
(sect.  2)  to  take  the  draft  order  into  consideration  and  report  thereon; 
and  if  they  report  that  the  provisions  of  the  order,  or  some  of  them, 
"do  not  relate  wholly  or  mainly  to  Scotland,  or  are  of  such  character 
and  magnitude  to  raise  any  such  question  of  policy  or  principle  that 
they  ought  to  be  dealt  with  by  private  bill  and  not  by  provisional  order," 
the  Secretary  for  Scotland  must  refuse  to  issue  the  order,  and  the  applica- 
tion then  proceeds  by  way  of  private  bill.  If  The  Chairmen  report  that 
the  order  may  proceed,  the  Secretary  for  Scotland  (sect.  3)  takes  the 
petition  into  consideration,  and  may  in  any  case  he  thinks  proper,  and  must 
if  there  is  opposition,  direct  an  inquiry  to  be  held.  For  the  purpose  of 
inquiry  provision  is  made  (sects.  4  and  5)  for  the  formation  of  parliamentary 
and  extra-parliamentary  panels  from  which  commissioners  may  be  appointed. 
Each  commission  consists  of  four  members,  drawn  preferably  from  the 
parliamentary  panels,  and  failing  them  from  the  extra-parliamentary  panel. 
Inquiries  by  the  commissioners  must  be  held  locally,  and  the  commissioners 
determine  questions  of  the  locus  standi  of  objectors  (sect.  6),  If  there  is  no 
opposition  the  Secretary  for  Scotland  may  forthwith  make  the  order  as 
prayed  for,  or  with  such  modifications  as  appear  to  be  necessary,  having 
regard  to  any  recommendations  made  by  The  Chairmen  or  by  any  public 
departments  who  report  upon  the  application  (sect,  7).  If  the  inquiry  is 
held  and  the  commissioners  report  against  the  order  the  Secretary  for 
Scotland  is  bound  to  refuse  to  issue  it,  otherwise  he  may  issue  it  with  or 
without  modifications  (sect.  8).  In  any  case  no  order  is  of  any  validity 
unless  it  is  confirmed  by  Parliament.  For  this  purpose  the  Secretary  for 
Scotland  is  bound  to  submit  the  order  to  Parliament  in  a  confirmation  bill. 
In  Parliament  the  order  can  only  be  opposed  if  a  member  moves  and 
carries  a  resolution  to  refer  it  to  a  joint  committee  of  both  Houses,  and 
such  committee  is  empowered  by  a  majority  to  award  costs.  If  no  such 
VOL.  V  24 
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resolution  is  carried  various  stages  of  procedure  of  an  ordinary  bill  are 
dispensed  with,  and  the  bill  is  at  once  considered  as  if  reported  from  a 
committee  (sect.  9).  There  are  also  various  supplemental  provisions  authoris- 
ing the  commissioners  to  examine  witnesses  on  oath  and  to  require  the 
production  of  documents,  empowering  The  Chairmen,  acting  jointly  with  the 
Secretary  for  Scotland,  to  frame  general  orders  for  the  regulation  of  proceed- 
ings under  the  Act,  including  the  fixing  of  a  scale  of  fees,  and  providing 
for  the  examination  into  compliance  with  general  orders  by  the  examiners 
appointed  by  Parliament  for  similar  purposes  (sects.  10,  13,  15). 

Leading  Characteristics. — The  leading  characteristics  of  this  system  are 
(1)  the  delegation  of  the  primary  consideration  of  applications  to  a  govern- 
ment department ;  (2)  local  inquiry  into  the  merits  of  the  scheme ;  and  (3) 
discouragement  and  simplification  of  renewed  inquiry  in  Parliament  upon 
confirmation.  Along  with  these  must  be  taken  (4)  the  preservation  of 
parliamentary  control  over  the  proceedings  by  the  constitution  of  the 
tribunal  of  inquiry,  and  by  the  functions  assigned  to  The  Chairmen  of  the 
two  Houses  and  to  the  government  department  to  which  the  subject-matter 
of  an  application  may  relate. 

Procedure — General  Orders. — For  the  purpose  of  regulating  procedure 
under  the  Act  a  comprehensive  code  of  general  orders  has  been  issued, 
following  closely  on  the  lines  of  the  standing  orders  of  Parliament.  These 
general  orders  regulate  the  deposit  of  applications  and  petitions  against 
them,  and  then  set  forth  (1)  the  preliminary  conditions,  compliance  with 
which  must  be  proved  before  the  examiners;  (2)  procedure  before  the 
examiners ;  and  (3)  procedure  before  the  commissioners,  together  with  the 
various  requirements  which,  in  accordance  with  parliamentary  practice, 
certain  classes  of  provisional  orders  must  fulfil.  The  preliminary  procedure 
consists  in  procuring  certain  consents  and  giving  certain  notices  by  advertise- 
ment and  service,  and  in  the  deposit  of  plans,  documents,  and  money.  Com- 
pliance with  these  regulations  may  be  proved  by  affidavit  before  the  examiners, 
and  on  failure  may  be  dispensed  with  on  application  by  memorial  to  the 
chairman.  Applications  for  an  order  may  be  made  twice  a  year,  viz.  on 
April  17  and  December  17,  and  petitions  against  must  be  deposited  within 
four  weeks  of  these  dates.  The  requirements  with  regard  to  the  subject- 
matter  of  various  classes  of  orders  are  usually  the  same  as  those  prescribed 
by  the  standing  orders  of  Parliament  for  private  bills.  Two  counsel  to  the 
Secretary  for  Scotland  under  the  Act  have  been  appointed,  through  whom 
the  views  of  the  Scottish  Office  are  expressed,  and  with  whom  questions 
affecting  the  form  and  substance  of  draft  orders  may  be  discussed. 

Table  of  Fees. — The  fees  payable  are  regulated  by  general  order. 
Promoters  must  pay  a  fixed  minimum  of  £90  in  sums  exigible  at  various 
stages  of  the  proceedings,  the  minimum  being  subject  to  increase  according 
to  the  amount  of  capital  proposed  to  be  raised.  If  there  be  an  inquiry  they 
must  also  pay  £10  for  the  first  day  on  which  they  appear  before  commissioners, 
and  £5  for  each  subsequent  day.  The  fees  payable  by  objectors  are  much 
less  in  amount,  the  chief  of  these  being  £2  on  deposit  of  their  petition,  £8 
for  the  first  day  on  which  they  appear  before  commissioners,  and  £4  for 
each  subsequent  day.  Promoters  and  objectors  divide  the  expense  of  short- 
hand notes  of  the  evidence,  which  must  be  laid  before  the  commissioners 
every  day. 

Administration  of  the  Act. — During  the  administration  of  the  Act  since 
it  came  into  force  some  important  decisions  have  been  given  with  regard  to 
its  interpretation  and  working. 

With  regard  to  the  exclusion  of  applications  from  the  operation  of  the 
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Act,  The  Chairmen  have  retained  for  disposal  by  Parliament  itself,  on  the 
ground  that  they  were  of  such  a  character  that  they  ought  to  be  dealt  with 
by  private  bills,  almost  all  the  railway  applications,  all  electric  power 
apphcations,  applications  to  change  the  constitutions  of  companies,  life 
insurance  societies,  and  the  like,  and  applications  for  novel  objects  such  as 
the  compulsory  taking  of  water  for  commercial  purposes.  The  Chairmen 
have  also  retained  for  the  consideration  of  Parliament  applications  by  burghs 
for  the  sanction  of  police  regulations,  on  the  ground  that  they  raised  such 
questions  of  policy  and  principle  that  they  ought  to  be  dealt  with  by 
private  bill.  Otherwise  The  Chairmen  have  allowed  the  fullest  scope  to  the 
operation  of  the  Act. 

"With  regard  to  the  commissioners  and  their  proceedings,  the  tribunals 
of  inquiry  have  been  composed  almost  exclusively  of  members  of  Parliament. 
The  chairman  at  the  first  inquiry  under  the  Act  intimated  that  the 
commissioners  would  adopt  the  procedure  followed  before  Private  Bill 
Committees  in  the  House  of  Lords,  and  that  course  has  been  followed.  The 
commissioners  have  disposed  of  many  questions  affecting  the  locus  standi  of 
objectors  on  lines  generally  favourable  to  a  locus  being  allowed ;  while  on 
the  merits  of  applications  they  have  as  a  rule  shown  themselves  unwilling 
to  altogether  refuse  the  preamble.  Formal  proof  of  the  preamble  in  un- 
opposed cases  is  sometimes  taken  before  the  counsel  to  the  Secretary  for 
Scotland  in  Edinburgh. 

"With  regard  to  subsequent  procedure  in  Parliament  two  important 
decisions  were  given  in  the  Session  1901,  when  strong  efforts  were  made  by 
objectors  to  obtain  a  rehearing  before  a  joint  parliamentary  committee. 
Considerable  discussion  took  place,  with  the  result  that  both  applications 
were  refused.  A  strong  general  feeling  was  manifested  against  the  decisions 
of  the  local  tribunals  being  reviewed  in  Parliament ;  and  while  the  official 
members  of  both  Houses  were  careful  to  guard  themselves  against  laying 
down  any  general  rule,  the  result  of  the  discussion  was  to  show  that  a  new 
inquiry  is  not  likely  to  be  obtained  unless  grave  errors  in  procedure  or 
miscarriage  of  justice  before  the  commissioners  have  occurred,  or  new  and 
material  facts  have  emerged. 

II.  Pkovisional  Oeders  under  other  Statutes. — There  are  numerous 
statutes  under  which  provisional  orders,  in  the  older  meaning  of  the  term, 
may  be  issued  for  certain  specified  purposes.  The  authorities  empowered 
to  make  them  include  the  Board  of  Trade,  the  Light  Eailway  Commissioners, 
the  Secretary  for  Scotland,  the  Local  Government  Board  and  other  public 
departments,  and  the  local  authorities  of  counties  and  burghs.  Board  of 
Trade  orders  are  concerned  with  piers  and  harbours,  gas  and  water  schemes 
(not  promoted  by  local  authorities),  tramways,  and  electric  lighting ;  while 
the  others,  with  the  exception  of  light  railway  orders,  which  are  wider  in 
scope,  are  chiefly  concerned  with  the  compulsory  taking  of  land  and  water 
for  the  purposes  specified  in  the  statutes  authorising  the  orders  to  be 
applied  for.  Each  class  of  application  is  governed  by  a  code  of  procedure 
of  its  own,  but  such  procedure  in  the  main  follows  the  lines  of  the  procedure 
under  the  new  Act ;  only  it  is  simpler  and  less  expensive. 

See  Provisional  Orders  under  the  Private  Legislation  Procedure  Act,  and  other  Statutes, 
by  Constable,  Beveridge,  and  Macmillan  :  Private  Legislation  Reports,  etc. 

A.  H.  B.  Constable. 

Proxy. — The  term  applied  to  the  person  appointed  to  vote  for 
another  who  does  not  attend  a  meeting  where  he  would  have  been  entitled 
to  vote  had  he  attended,  or  to  the  document  making  the  appointment. 
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The  instrument  appointing  a  proxy  to  vote  at  any  one  meeting  is  stamped 
with  a  penny  stamp.  Any  other  instrument  of  proxy,  such  as  one  appoint- 
ing a  person  to  vote  at  all  meetings  during  a  certain  period,  should  be 
stamped  with  a  lOs.  stamp.  In  the  case  of  proxies  stamped  with  an 
adhesive  penny  stamp,  the  stamp  should  be  cancelled  by  the  person 
executing  the  instrument  writing  the  date  over  the  stamp.  The  following 
form  is  usually  adopted : — 

I.,  A  B,  of  being  a  Member  of 

Limited,  and  entitled  to  votes,  hereby  appoint 

of  "whom  failing 

of  as  my  proxy,  to  vote  for  me  and  on  my 

behalf  at  the  Ordinary  (or  Extraordinary)  General  Meeting  of  the  Company,  to 
be  held  on  the  day  of  ,  ana  at  any 

adjournment  thereof.    As  witness  my  hand  this  day  of 

(See  "  Company  (Proxies),"  vol.  ii.  p.  165.) 
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This  article  treats  of  the  subject  of  Public  Accounts,  whether  such 
accounts  are  prepared  by  a  Government  Department  or  by  a  local  authority 
— municipal,  sanitary,  or  poor  law — and  of  the  auditing  of  such  accounts. 
Part  of  the  subject  has  already  been  dealt  with  under  "  Local  Authorities' 
Accounts  and  their  Audit,"  where  certain  of  the  forms  mentioned  in 
this  article  are  given.  That  portion  of  it  which  relates  to  Government 
accounting  will  be  treated  of  first.  The  principles  relating  to  Government 
accounting  will,  however,  be  further  elucidated  by  the  remarks  on  the 
auditing  of  Government  accounts. 

Government  Accounts. — All  revenue  as  it  is  collected  is  paid  into  the 
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Bank  of  England  to  the  credit  of  the  Exchequer.  The  fund  so  formed  is 
termed  the  Consolidated  Fund.  The  Consolidated  Fund  was  estabhshed 
in  1787,  and  superseded  the  old  system  by  which  the  produce  of  particular 
taxes  was  appropriated  to  particular  services.  The  collectors  of  the  three 
chief  revenue  departments — the  Customs,  Inland  Eevenue,  and  Post  Of&ce 
— pay  in  daily  to  the  credit  of  their  respective  departments  at  the  Bank 
of  England  the  cash  collected  by  them.  Subject  to  certain  regulations,  the 
collectors  of  revenue  are  authorised  to  make  payments  out  of  the  moneys 
they  collect  for  the  expenses  of  collection.  The  sums  paid  into  the 
Bank  to  the  credit  of  the  several  paying  departments  are  daily  transferred 
by  those  departments  to  the  Exchequer  account.  No  money  can  be  paid 
out  of  the  Exchequer  without  the  authority  of  Parliament.  Where  that 
authority  is  given  by  a  permanent  Act,  the  expenditure  authorised  is 
classed  as  a  "  Consolidated  Fund  Service."  Where  the  authority  is  derived 
from  the  Annual  Appropriation  Act,  the  expenditure  is  termed  a  "  Supply 
Service,"  because  the  grant  is  initiated  in  Committee  of  Supply. 

When  money  is  required  for  a  Consohdated  Fund  Service  the  Treasury 
request  the  Comptroller  and  Auditor-General  to  authorise  them  to  draw  on 
the  Exchequer  for  the  amount  needed.  If  satisfied  as  to  the  legality  of 
the  requisition  the  Comptroller  gives  the  necessary  credit ;  the  Treasury 
then  request  the  Bank  to  transfer  the  amount  to  the  account  of  the 
Paymaster-General,  who  thereupon  holds  it  at  the  disposal  of  the  person  or 
service  in  view.  The  Bank  must  transmit  to  the  Comptroller  and  Auditor- 
General  the  Treasury  requisition ;  and  thus  the  Comptroller,  in  addition  to 
authorising  the  Treasury  to  draw  on  the  Exchequer,  is  enabled  to  record 
the  issues  therefrom,  and  so  ascertain  exactly  the  sums  for  which  he  will 
subsequently  require  proper  vouchers  and  receipts. 

"  Supply  services "  are  based  on  the  estimates  which  are  prepared  by 
the  different  spending  departments,  and  carefully  scrutinised  and  controlled 
by  the  Treasury.  They  are  agreed  to  by  the  House  of  Commons  in  Com'- 
mittee  of  Supply,  and  provided  for  in  Committee  of  Ways  and  Means.  The 
resolutions  of  the  latter  committees  are  embodied  in  Ways  and  Means 
Acts,  and  provide  for  the  immediate  needs  of  the  Government  pending  the 
passing  of  the  Appropriation  Act.  This  Act  incorporates  the  previous 
Acts,  sets  out  the  votes  agreed  to  in  Committee  of  Supply,  and  appropriates 
to  each  the  sums  required  from  the  Consolidated  Fund.  As  the  money 
voted  for  Supply  services  is  in  form  a  grant  to  the  Crown,  the  first  step 
towards  its  issue  from  the  Exchequer  is  to  obtain  a  Eoyal  Order,  requesting 
the  Treasury  to  authorise  the  Bank  to  make  the  necessary  payments  from 
time  to  time  in  accordance  with  the  terms  of  the  grant.  The  Eoyal  Order 
is  countersigned  by  the  Lords  of  the  Treasury.  Next,  the  Treasury  require 
the  Comptroller  and  Auditor-General  to  give  them  credit  for  the  amount 
required  on  the  Exchequer.  Then  the  Treasury  direct  the  Bank  to 
transfer  the  sum  specified  to  the  Supply  account  of  the  Paymaster-General, 
and  to  communicate  such  transfer  to  the  Comptroller  and  Auditor- General. 
The  several  departments  for  which  these  issues  are  made  are  then  informed 
that  the  moneys  voted  by  Parliament  (or  a  portion  of  such  moneys)  are 
placed  to  their  account  with  the  Paymaster-General.  Further  responsibility 
rests  with  them,  and  the  moneys  issued  must  be  duly  accounted  for  to  the 
Comptroller  and  Auditor-Greneral. 

All  payments  for  the  public  service  are,  as  a  general  rule,  made  through 
the  Paymaster  -  General.  One  exception  to  this  rule  has  already  been 
referred  to,  viz.  where  advances  are  made  by  collectors  of  revenue  out  of 
taxes  collected  by  them  to  defray  the  current  expenses  of  collection.     There 
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arej  two  other  exceptions.  The  Treasury  may  make  advances  to  sub- 
accountants  of  the  Army,  Navy,  and  Civil  Service  out  of  the  Treasury 
Chest  Fund.  This  fund  has  a  capital  of  between  £700,000  and  £1,000,000, 
and  the  dealings  with  it  are  regulated  by  statute  (40  &  41  Vict.  c.  45, 
and  56  &  57  Vict.  c.  18).  These  advances  are  repaid  during  the  financial 
year,  and  an  account  is  rendered  by  the  Treasury  to  the  Comptroller  and 
Auditor-General  of  advances  and  repayments  at  the  end  of  the  year.  The 
Treasury  has  another  fund  at  its  disposal  from  which  advances  are  made 
in  anticipation  of  Parliamentary  votes,  or  to  meet  unforeseen  contingencies. 
This  is  the  Civil  Contingencies  Fund. 

The  national  accounts  are  strictly  cash  accounts.  Taxes  due  but  not 
received  in  the  current  financial  year  are  not  included  in  the  accounts  of 
that  year ;  and,  similarly,  liabilities  must  be  inserted  in  the  accounts  of  the 
year  in  which  they  are  actually  discharged. 

The  Finance  Accounts  of  the  United  Kingdom.  —  The  system  of 
Government  accounting  will  be  best  understood  from  a  study  of  the 
finance  accounts  of  the  United  Kingdom,  published  annually  under  the 
direction  of  the  Treasury,  and  the  appropriation  accounts  of  the  expenditure 
of  moneys  voted  by  Parliament,  which  are  published  annually  with  the 
reports  of  the  Comptroller  and  Auditor-General  thereon,  by  order  of  the 
House  of  Commons.  The  finance  accounts  are  prepared  by  the  Treasury, 
and  presented  to  Parliament  by  or  before  June  in  each  year,  pursuant  to 
17(&  18  Vict.  c.  94,  sec.  2.  The  first  of  these  accounts,  the  Account  of 
Exchequer  Eeceipts  and  Issues  in  the  Financial  Year,  is  practically  the 
national  cash  account.  It  shows  the  amounts  received  into  the  Exchequer 
from  the  various  sources  of  national  income  during  the  financial  year 
ended  31st  March,  and  the  issues  from  the  Exchequer  .for  the  several 
services  of  the  year,  whether  Consolidated  Fund  services  or  Supply 
services,  together  with  the  balances  in  hand  at  the  beginning  and  end  of 
the  year. 

The  principal  heads  of  receipt  shown  are  (1)  revenue,  whether  raised  under 
the  annual  Finance  Act  {e.g.  Property  and  Income  Tax,  etc.),  or  under 
permanent  Acts  {e.g.  Customs,  Excise,  Estate  Duties),  or  derived  from 
property  owned  by  the  State  {e.g.  Suez  Canal  Shares);  (2)  repayment  of 
advances  made  by  the  Government  {e.g.  repayment  by  the  Mint  of  money 
advanced  for  the  purchase  of  bullion  for  coinage) ;  (3)  money  raised  by  the 
renewal  of  Exchequer  bills ;  (4)  money  raised  by  the  creation  of  additional 
debt ;  and  (5)  money  temporarily  borrowed  on  deficiency  of  the  Consolidated 
Fund  (29  &  30  Vict.  c.  39),  and  on  Ways  and  Means. 

The  two  main  heads  of  the  "  issues "  side  of  the  account  are  those 
of  Consolidated  Fund  services  and  of  Supply  services.  The  former  head 
relates  to  issues  under  permanent  Acts,  the  latter  to  issues  under  the 
annual  Appropriation  Act.  The  other  principal  heads  are  (1)  Issues  to 
meet  expenditure  other  than  that  coming  under  the  former  two  heads — 
such  as  issues  under  the  Barracks  Act,  1890,  the  Naval  Works  Acts,  1895- 
1899,  etc.  (the  expenditure  under  these  is  defrayed  by  the  creation  of 
additional  debt) ;  (2)  Advances  {e.g.  for  the  purchase  of  bullion  for  the 
mint) ;  (3)  Exchequer  bills  paid  off;  and  (4)  Temporary  advances  repaid 
{e.g.  advances  for  deficiency  of  the  Consolidated  Fund  and  advances  in  aid 
of  Ways  and  Means). 

The  finance  accounts  further  give  detailed  statements  showing  the 
gross  and  net  receipts  from  each  of  the  different  sources  of  public  revenue — 
Customs,  Excise,  Stamps,  etc.,  also  the  appropriation  of  the  net  receipts, 
whether  to  the  Exchequer  account,  or  to  the  Local  Taxation  account,  for 
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distribution  among  local  authorities  (counties  and  county  boroughs),  as 
provided  by  statute. 

Under  the  head  of  Consolidated  Fund  services  on  the  "  issues "  side 
are  included  the  interest  on  the  National  Debt ;  terminable  annuities 
granted  in  lieu  of  Consols,  etc.,  surrendered  by  the  annuitants,  and  cancelled 
by  the  Commissioners  for  the  Reduction  of  the  National  Debt ;  sinking 
funds;  charges  by  the  Banks  of  England  and  Ireland  for  the  manage- 
ment of  the  National  Debt;  Civil  List  charges  for  the  maintenance 
of  the  dignity  of  the  Crown ;  annuities,  pensions,  and  compensations  paid 
to  members  of  the  Royal  Family  and  others,  including  pensions  for  political 
services,  certain  salaries  and  allowances  such  as  those  paid  to  the  Speaker 
of  the  House  of  Commons,  the  Comptroller  and  Auditor- Greneral,  and 
the  Lord -Lieutenant  of  Ireland;  salaries  of  the  judges  and  officers  of 
the  Courts  of  Justice ;  certain  payments  to  the  Local  Taxation  accounts 
(Ireland  and  Scotland);  and  some  miscellaneous  services.  The  moneys 
required  for  these  Consolidated  Fund  services  are  not  voted  annually,  but 
are  provided  for  under  permanent  Acts. 

Under  the  head  of  Supply  services  are  shown  the  Exchequer  issues  for 
the  expenses  of  the  Army  and  Navy,  the  Customs  and  Inland  Revenue 
departments,  and  Post  Office ;  and  the  Telegraph  and  Packet  and  Miscel- 
laneous Civil  services. 

The  accounts  of  Consolidated  Fund  services  show  in  one  column  by 
what  Act  or  Acts  each  particular  issue  from  the  Exchequer  is  authorised, 
and  in  another  column  the  sums  actually  issued  during  the  year. 

The  accounts  of  Supply  services  show  in  a  series  of  columns  the  balances 
from  the  previous  year  unissued  from  the  Exchequer  (or  the  deficiency  in 
the  grant  of  the  previous  year),  the  parliamentary  grant  for  each  particular 
service  for  the  current  year — the  total  of  these  two  columns  represents  the 
sum  authorised  to  be  expended  during  the  year — the  surplus  balances 
written  off  out  of  grants  of  previous  years,  and,  lastly,  the  balances  of 
grants  unissued  from  the  Exchequer  at  the  close  of  the  financial  year. 

Separate  statements  show  the  transactions  in  connection  with  the 
creation  or  reduction  of  National  Debt  during  the  year,  the  amounts  issued 
from  the  Exchequer  on  account  of  sinking  funds  and  the  application  of  the 
same  by  the  Commissioners  for  the  Reduction  of  the  National  Debt,  the 
capital  account  with  details  of  the  National  Debt  at  the  end  of  the  year, 
and  the  aggregate  gross  capital  liabilities  of  the  State,  with  the  estimated 
assets  and  the  Exchequer  balances  (the  chief  asset  being  the  Suez  Canal 
Shares,  now  worth  about  £26,000,000). 

Appended  to  the  finance  accounts  are  certain  miscellaneous  statements : 
— (1)  A  statement  of  contingent  or  nominal  liabilities.  This  includes 
liabilities  of  the  Government  to  suitors  in  the  Supreme  Courts  of  England 
and  Ireland,  liabilities  to  bankrupts'  estates,  and  to  the  Trustee  and  Post 
Office  Savings  Banks.  (2)  A  statement  of  loans  guaranteed  by  the  British 
Government,  including  loans  to  various  Colonies,  to  Egypt,  to  Greece,  to  the 
Irish  Land  Commission,  to  the  Local  Loans  Fund  in  respect  of  money 
advanced  for  public  works  and  improvements,  and  to  the  2|  per  cent  Land 
Stock  created  in  connection  with  advances  for  the  purchase  of  land  in 
Ireland.  (3)  A  statement  of  unrepaid  advances  made  to  or  for  Colonial 
Governments,  etc.,  from  votes  of  Parliament,  and  advances  in  aid  of 
crofters'  colonisation.  And,  finally  (4),  an  account  of  the  duties  collected  for 
local  authorities  by  Imperial  officers  in  the  year,  and  assigned  to  the  three 
divisions  of  the  United  Kingdom  in  the  local  taxation  accounts. 

The  Appropriation  Accounts. — The  Appropriation  accounts  are  prepared 


376  PUBLIC  ACCOUNTING  AND  AUDITING 

annually,  and  submitted  to  the  Comptroller  and  Auditor-General  by  the 
various  departments  to  which  the  expenditure  of  public  money  has  been 
entrusted  under  the  Annual  Appropriation  Act.  These  accounts  deal 
only  with  Supply  services.  The  supplies  voted  by  Parliament  for  the 
different  services — Army,  Navy,  Civil  Service,  etc.,  are  divided  for  the  sake 
of  convenience  into  a  certain  number  of  classes,  and  these  classes  into 
"  votes."  Further,  each  vote  is  divided  into  subheads.  Thus,  the  Civil 
Service  votes  are  grouped  into  seven  classes.  Class  I.  relates  to  public 
works  and  buildings.  Class  II.  to  salaries  and  expenses  of  civil  departments, 
Class  III.  to  law  and  justice,  and  so  on.  Vote  1  of  Class  I.  relates  to 
Koyal  palaces  and  Marlborough  House ;  Vote  2,  to  Eoyal  parks  and 
pleasure  grounds;  Vote  3,  to  Houses  of  Parliament  buildings;  and  so 
on.  Vote  1,  again,  is  divided  into  sub-heads — Sub-head  A,  salaries,  wages, 
and  allowances;  Sub-head  B,  clothing;  Sub-head  C,  police,  etc.  These 
sub-heads  are  shown  in  the  Appropriation  Act.  In  the  estimates,  however, 
on  which  the  Appropriation  Act  is  based,  the  divisipn  is  carried  further, 
and  each  sub-head  is  subdivided  into  items.  Each  Appropriation  account 
also  shows,  in  addition  to  the  amount  voted  by  Parliament  for  a  particular 
service,  the  amount  (if  any)  of  estimated  and  actual  appropriations  in  aid, 
i.e.  receipts  which  may  be  used  to  supplement  the  vote.  Where  moneys 
have  been  received  by  a  department,  and  authority  has  not  been  given  for 
the  receipts  to  be  applied  in  aid  of  the  sum  voted,  such  receipts  are  termed 
"  Exchequer  Extra  Receipts,"  and  must  be  paid  into  the  Exchequer. 

By  the  Exchequer  and  Audit  Departments  Act,  1866,  the  Treasury  are 
required  at  the  close  of  each  quarter  to  prepare  an  account  of  the  income 
and  charge  of  the  Consolidated  Fund,  and  transmit  a  copy  of  this  account 
to  the  Comptroller  and  Auditor- General.  If  it  appears  that  the  income  for 
the  quarter  is  not  sufficient  to  defray  the  charge  upon  it,  the  Comptroller  is 
required  to  certify  the  amount  to  the  Bank,  and  the  Bank  may  thereupon 
make  advances  to  the  Treasury.  These  advances  are  to  be  repaid  out  of 
the  growing  produce  of  the  Consolidated  Fund  in  the  following  quarter. 

The  Comptroller  and  Auditor -General. — The  Exchequer  and  Audit 
Departments  Act,  1866,  united  in  one  department  the  powers  and  duties 
previously  divided  between  the  Comptroller  of  the  Exchequer  and  the 
Commissioners  for  auditing  the  public  accounts,  and  enacted  regulations  as 
to  the  receipt,  custody,  and  issue  of  public  moneys.  The  Act  provided  for 
the  appointment  of  a  Comptroller- General  of  the  Eeceipt  and  Issue  of 
H.M.  Exchequer  and  Auditor-General  of  Public  Accounts,  of  an  Assistant 
Comptroller  and  Auditor,  and  of  "  officers,  clerks,  and  other  persons  "  in  the 
department  of  the  Comptroller  and  Auditor-General.  The  Comptroller  and 
his  assistant  hold  their  offices  on  the  same  tenure  as  judges  of  the  High 
Court,  that  is,  they  hold  them  during  good  behaviour,  and  are  removable 
on  an  address  of  both  Houses  of  Parliament.  Their  salaries  (£2000  and 
£1500  per  annum  respectively)  are  not  voted  annually,  but  are  a  charge 
upon  the  Consolidated  Fund.  They  may  not  hold  any  other  office  under 
the  Crown,  and  are  incapable  of  being  elected  or  sitting  as  members  of  the 
House  of  Commons.  Further,  a  peer  of  Parliament  may  not  hold  either 
office.  It  will  thus  be  seen  that  the  position  of  the  Comptroller  and  his 
assistant  has  been  made  as  independent  of  political  or  other  control  as 
possible. 

No  issue  of  public  money  can  be  made  from  the  Exchequer  without  the 
Comptroller's  sanction,  and  accounts  of  all  moneys  so  issued  must  be 
prepared  and  submitted  to  him.  (There  is  an  exception,  however,  in  the 
case  of  the  accounts  of  expenditure  under  the  Civil  List — privy  purse, 
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salaries  and  expenses  of  the  Eoyal  household,  Eoyal  bounty,  etc. ;  these 
accounts  are  audited  by  a  Treasury  official  called  the  "  Auditor  of  the  Civil 
List.") 

Peinciples  and  Kules  kelating  to  the  Audit  of  Government 
Accounts. — The  ordinary  principles  applicable  to  the  audit  of  accounts  in 
general  apply  to  the  audit  of  Government  accounts.  The  audit  of  these 
accounts,  however,  is  also  subject  to  various  rules  and  regulations,  some 
statutory,  others  prescribed  by  the  Treasury,  and  others  again  prescribed 
by  the  Comptroller  and  Auditor- General,  which  are  necessitated  by  the 
special  nature  of  the  work  and  the  magnitude  of  the  sums  involved. 

The  chief  points  to  be  attended  to  are  (1)  the  arithmetical  accuracy  of 
the  accounts  and  proof  of  payment,  (2)  conformity  of  expenditure  to  the 
authority  which  governs  it,  (3)  correctness  and  consistency  of  classification 
of  the  charges. 

Supply  Services. — The  accounts  of  Supply  services  should  correspond 
with  the  estimates  submitted  to  Parliament,  for  these  are  the  basis  on 
which  the  Appropriation  Act  is  passed.  Expenditure  on  the  different 
votes  and  subheads  of  votes  must  be  kept  separate.  Savings  on  one  sub- 
head of  a  vote  cannot  be  appropriated  to  cover  a  deficiency  under  another 
subhead,  except  with  the  consent  of  the  Treasury.  The  bank  books  of 
accounting  officers  are  called  for  from  time  to  time  for  the  purpose  of 
comparison  with  the  accounts  of  such  officers,  and  the  rule  that  private 
transactions  must  not  be  included  in  a  public  banking  account,  is  rigidly 
enforced.  Where  part  of  an  accounting  officer's  balance  is  said  to  be  in 
the  hands  of  the  Paymaster -General,  the  amount  is  checked  by  com- 
parison with  the  statements  furnished  by  the  latter  to  the  Comptroller 
and  Auditor -General.  Expenditure  which  is  in  excess  of  a  particular 
statutory  limit  is  reported  by  him  annually  (with  any  other  matters 
calling  for  comment)  to  the  Public  Accounts  Committee  of  the  House 
of  Commons,  though  the  amount  provided  for  that  particular  service 
in  the  Appropriation  Act  may  not  have  been  exceeded.  The  forms  and 
classification  of  the  estimates  to  which  expenditure  on  all  voted  services 
must  conform,  are  drawn  up  by  the  Treasury,  and  cannot  be  varied  without 
the  consent  of  that  body.  The  amounts  inserted  in  the  estimates  are 
settled  between  the  department  for  whose  service  the  money  is  required 
and  the  Treasury. 

The  debit  and  credit  sides  of  Government  accounts  are  termed 
respectively  the  charge  and  discharge  sides.  No  imprest  or  advance,  the 
application  of  which  has  not  been  accounted  for,  should  be  included  on 
the  discharge  side  of  an  appropriation  account.  Receipts  by  non-revenue 
departments  are  considered  to  be  appropriations-in-aid  of  the  vote  when 
shown  as  abatements  from  the  estimated  expenditure  in  the  estimates. 
Any  receipts  in  excess  of  the  amount  estimated,  or  receipts  which  are  not 
applied  as  appropriations-in-aid,  should  be  brought  to  credit  as  "extra 
receipts,"  and  paid  into  the  Exchequer  at  regular  intervals.  As  appropria- 
tion accounts  are  based  on  receipts  and  payments,  and  not  on  income  and 
expenditure,  the  auditor  examines  the  accounts  with  a  view  to  ascertain- 
ing whether  payments  which  have  accrued  due  have  been  postponed  in 
order  to  avoid  an  expenditure  in  excess  of  the  grant  for  the  year,  or  on  the 
other  hand,  whether  payments  have  not  been  made  before  becoming  due  in 
order  to  utilise  an  anticipated  saving  on  the  vote.  Special  attention  is 
devoted  to  ascertaining  that  there  is  proper  Treasury,  or  other  authority, 
for  all  official  appointments,  and  for  the  salaries,  increments  of  salaries^ 
etc.,  paid  to  officers.      Travelling  and  subsistence   allowances  to  officers 
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entitled  to  such  are  regulated  by  the  Treasury,  and  the  charges  made  there- 
for are  narrowly  scrutinised  by  the  Comptroller  and  his  staff.  Public 
departments  are  not  allowed  to  incur  liabilities  in  preparing  bills  for 
Parliament.  Such  bills  must  be  prepared  in  the  Parliamentary  Counsel 
Office,  or  else  by  an  officer  of  the  department  promoting  the  bill.  Treasury 
authority  is  required  for  expenditure  on  any  particular  work  in  excess  of 
the  amount  in  the  estimates,  and  all  such  cases  are  reported  annually  to 
Parliament.  The  same  authority  is  also  required  for  expenditure  on  a  new 
work  for  which  no  provision  has  been  made  in  the  estimates,  and  for  the 
postponement  of  authorised  works  in  order  to  enable  other  works,  not 
sanctioned  by  Parliament,  to  be  carried  out.  Where  payments  are  made 
by  a  department  to  a  contractor  on  account,  a  certificate  is  required  that 
the  amount  paid  is  covered  by  the  work  done  or  the  supplies  delivered. 
Stationery,  except  where  trifling  quantities  only  are  required,  is  not 
purchased  by  public  departments,  but  is  obtained  from  the  Stationery 
Office.  Likewise  furniture  required  is  obtained  from  the  Commissioners 
of  Public  Works.  In  the  case  of  an  amount  disallowed  as  a  charge 
against  a  particular  vote,  the  auditor  ascertains  that  such  amount  is 
written  off  by  the  Treasury  from  the  vote  of  the  succeeding  year. 

The  Exchequer  and  Audit  Departments  Act,  1866,  makes  various  provi- 
sions as  to  the  preparation  of  appropriation  and  other  accounts,  and  as  to 
their  audit  by  the  Comptroller  and  Auditor- General.  The  appropriation 
accounts  of  the  several  Supply  grants  must  be  prepared  by  the  several 
departments  concerned  and  transmitted  to  the  Comptroller  and  to  the 
Treasury,  and,  when  audited  and  certified  by  the  Comptroller,  laid  before 
Parliament  by  certain  prescribed  dates  (sec.  22).  The  Comptroller  is 
empowered  to  require  the  departments  charged  with  the  duty  of  preparing 
an  appropriation  account,  to  transmit  to  him  a  balance-sheet  showing  the 
balances  in  the  Ledgers  on  the  day  when  the  appropriation  account  was 
closed,  and  to  verify  the  balances  appearing  in  the  appropriation  account, 
or,  as  an  alternative,  he  may  require  a  certified  statement  showing  the 
actual  disposition  of  the  balances  of  the  appropriation  account  (sec.  25). 
Every  appropriation  account  must  be  accompanied  by  an  explanation 
showing  how  the  balance  on  the  grant  in  the  previous  account  has  been 
adjusted,  and  an  explanatory  statement  of  any  excess  of  expenditure  over 
the  grant  (sec.  26).  The  Comptroller  has  the  right  of  access,  at  all  con- 
venient times,  to  the  books  of  account  and  other  documents  relating  to  the 
accounts  of  accounting  departments,  and  he  may  require  the  several  depart- 
ments to  furnish  him  with  accounts  of  their  cash  transactions  to  any 
period  (sec.  28).  In  presenting  to  Parliament  his  reports  on  the  appro- 
priation accounts,  the  Comptroller  is  required  to  call  attention  to  every 
case  where  a  grant  has  been  exceeded,  or  money  received  has  not  been 
applied  in  accordance  with  the  directions  of  Parliament,  or  a  sum  charged 
is  not  supported  by  proof  of  payment,  or  a  payment  charged  did  not  occur 
within  the  period  of  the  account  (sec.  32). 

Besides  the  appropriation  accounts,  the  Comptroller,  where  required 
to  do  so  by  the  Treasury,  examines  the  accounts  of  every  receiver  of  money 
which  is  by  law  payable  into  the  Exchequer,  and  any  other  public  accounts 
which,  though  not  relating  directly  to  public  money,  the  Treasury  may,  by 
minute  to  be  laid  before  Parliament,  direct.  Such  examination  must  be 
in  accordance  with  any  regulations  that  may  be  prescribed  by  the  Treasury 
(sec.  33).  Under  this  provision  the  accounts  of  the  various  non-voted 
services  are  examined  and  audited. 

The  accounts  last  referred  to  must  be  rendered  by  the  department  or 
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officer  who  may  be  so  required  by  the  Treasury,  and  the  Treasury  are 
empowered  to  prescribe  or  approve  the  form  of  all  accounts  which  are  to  be 
used  by  accounting  officers  (sec.  34).  When  the  examination  of  these 
accounts  has  been  completed,  the  Comptroller  is  required  to  make  up  a 
statement  thereof  in  such  form  as  he  may  deem  fit.  If  it  appears  from  the 
statement  that  the  balance  agrees  with  the  accountant's  balance,  the 
Comptroller  is  required  to  sign  and  pass  such  statement.  In  all  other 
cases  he  must  transmit  the  statement  of  account  to  the  Treasury,  who, 
having  considered  it,  return  it  to  him  with  their  warrant  attached,  direct- 
ing him  to  sign  and  pass  the  account  either  conformably  to  the  statement, 
or  with  such  alterations  as  they  may  deem  just  and  reasonable.  A  list  of 
all  accounts  which  the  Comptroller  may  sign  and  pass,  showing  the  charge, 
discharge,  and  balance  of  each  account,  must  be  submitted  by  him  to  the 
Treasury  by  the  first  week  in  February  and  the  first  week  in  August  in 
each  year  (sec.  36).  As  soon  as  any  account  is  signed  and  passed  by  the 
Comptroller,  he  is  required  to  transmit  to  the  accountant  a  certificate  show- 
ing the  total  amounts  of  the  sums  forming,  respectively,  the  charge  and  dis- 
charge of  such  account,  and  the  balance,  if  any,  remaining  due  to  or  by 
such  accountant.  This  certificate  should  be  signed  by  the  Comptroller,  and 
it  will  be  valid  and  effectual  to  discharge  the  accountant  either  wholly,  or 
from  so  much  of  the  amount  with  which  he  may  have  been  chargeable  as 
he  may  appear  by  such  certificate  to  be  discharged  from  (sec.  38).  If  it 
appears  to  the  Comptroller  that  balances  of  public  money  have  been  im- 
properly and  unnecessarily  retained  by  an  accountant,  he  should  report  the 
circumstances  to  the  Treasury,  and  they  may  take  such  measures  as  may 
seem  expedient  for  recovering  by  legal  process  or  otherwise  the  amount  of 
such  balances,  with  interest  at  5  per  cent  (sec.  41). 

Stores  Accounts. — Under  the  Army  and  Navy  Audit  Act,  1889,  accounts 
are  required  to  be  prepared  in  each  year,  showing — {a)  The  distribution  and 
cost  of  labour  employed,  and  the  value  of  stores  expended,  in  the  several 
Government  dockyards  and  manufacturing  establishments  of  the  Navy  in 
and  out  of  the  United  Kingdom ;  and  (Jb)  the  cost  of  labour  employed,  and 
the  value  of  stores  expended,  in  the  several  ordnance  factories  and  manu- 
facturing estabhshments  of  the  Army, 

These  accounts  are  to  be  submitted  to  the  Comptroller  before  the  Slst 
of  January  in  the  next  following  year,  and  he  is  required  to  examine  them 
on  behalf  of  the  House  of  Commons  in  such  manner  as  the  Treasury  direct. 
His  report  on  these  accounts,  together  with  the  accounts,  must  be  laid  by 
the  Treasury  before  the  House  of  Commons  in  the  manner  prescribed  for 
appropriation  accounts. 

Stores  accounts  are  not  examined  in  detail  by  the  Comptroller,  but  a  test 
audit  is  conducted,  the  primary  objects  of  which  are  to  ascertain  that  the 
regulations  affecting  the  purchase  and  disposal  of  the  stores  are  adequate, 
and  that  these  regulations  are  observed.  The  stock-taking  reports  are 
carefully  scrutinised.  The  Comptroller  is  empowered  by  a  Treasury 
minute  to  call  upon  any  department  concerned  to  take  stock  in  his  presence, 
or  that  of  his  officers,  in  cases  where  serious  irregularity  or  fraud  is 
suspected. 

In  order  to  render  more  efficient  the  examination  of  stores  accounts, 
branch  audit  offices  under  the  control  of  the  Comptroller  and  Auditor- 
General  have  been  established  at  some  of  the  principal  naval  dockyards  and 
military  arsenals. 

Appeal. — In  any  case  where  an  accountant  is  dissatisfied  with  any  dis- 
allowance or  charge  made  in  his  accounts  by  the  Comptroller  he  has  a  right 
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of  appeal  to  the  Treasury,  who  may  make  such  order  as  appears  to  them 
just  and  reasonable  (Exchequer  and  Audit  Department  Act,  1866,  sec.  43). 

Summary. — It  may  be  useful  to  conclude  with  a  summary  of  the 
system  of  control  and  audit  of  national  income  and  expenditure  as  above 
explained : — 

The  gross  revenue  collected  is  paid  into  the  Exchequer. 

Issues  from  the  Exchequer  can  only  be  made  to  meet  expenditure 
which  has  been  sanctioned  by  Parliament,  and  to  an  amount  not  exceeding 
the  sums  authorised. 

The  issues  from  the  Exchequer  and  the  audit  of  the  accounts  are  under 
the  control  of  the  Comptroller  and  Auditor-General,  who  is  an  independent 
officer  responsible  to  the  House  of  Commons,  and  removable  by  vote  of  both 
Houses  of  Parliament. 

Such  payments  only  can  be  charged  against  the  vote  of  a  year  as 
were  actually  made  within  the  year. 

The  correct  appropriation  of  each  item  of  receipt  and  expenditure  is 
insured. 

All  unexpended  balances  of  the  grants  of  a  year  are  surrendered  to  the 
Exchequer,  as  also  are  all  extra  receipts,  and  the  amount  of  appropriations- 
in-aid  received  in  excess  of  the  sum  estimated  to  be  taken  in  aid  of  the  vote. 

The  accounts  of  each  year  are  finally  reviewed  by  the  House  of  Com- 
mons through  the  Committee  of  Public  Accounts,  and  any  excess  of 
expenditure  over  the  amount  voted  by  Parliament  for  any  service  must 
receive  legislative  sanction. 

"  The  general  result,"  says  Professor  Dicey  in  his  Law  of  the  Constitu- 
tion, "  of  this  system  of  control  and  audit  is,  that  in  England  we  possess 
accounts  of  the  national  expenditure  of  an  accuracy  which  cannot  be 
rivalled  by  the  public  accounts  of  other  countries,  and  that  every  penny  of 
the  national  income  is  expended  under  the  authority  and  in  accordance 
with  the  provisions  of  some  Act  of  Parliament." 

Accounts  of  Local  Authorities. — Under  the  powers  conferred  on 
the  Local  Government  Board  by  section  5  of  the  District  Auditors  Act, 
1879,  the  Board  may,  by  order,  make  regulations  respecting  the  audit  of  the 
accounts  of  a  local  authority  subject  by  law  to  be  audited  by  a  district 
auditor,  including  the  form  of  keeping  the  accounts,  the  date  to  which  the 
accounts  are  to  be  made  up,  etc.  The  principal  local  authorities  aJSected  are, 
— County,  Urban,  Rural,  and  Parish  Councils,  Parish  Meetings,  Visiting  Com- 
mittees, Joint  Committees,  and  Isolation  Hospital  Committees,  Overseers, 
Boards  of  Guardians,  and  Local  Education  Authorities.  The  Local  Govern- 
ment Board  are  also  required  by  this  enactment  to  prescribe  the  form  of 
financial  statement  to  be  submitted  to  the  district  auditor  at  his  audit,  and 
they  have  accordingly  prescribed  in  respect  of  every  local  authority  whose 
accounts  are  subject  to  audit  by  the  district  auditor,  a  form  of  financial 
statement.  The  particulars  contained  in  this  form  determine,  to  a  certain 
extent,  the  lines  on  which  the  accounts  should  be  kept.  All  these  financial 
statements  provide  for  the  division  of  the  receipts  and  payments  of  the 
authority  into  two  classes — (1)  moneys  received  and  paid  other  than 
from  or  out  of  loans,  and  (2)  receipts  and  payments  from  or  out  of  loan 
moneys.  Capital  moneys  other  than  those  received  from  loans  must  be 
entered  with  all  the  other  receipts  of  the  authority  in  the  first  division. 
This  arrangement  is  followed  by  the  Board  in  their  published  local  taxation 
returns  annually  presented  to  Parliament. 

County  Councils. — General  Accounts  of  County  Councils. — All  receipts 
of  County  Councils,  whether  for  general  or  special  county  purposes,  are 
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required  to  be  carried  to  the  County  Fund,  and  all  payments  are  to 
be  made,  in  the  first  instance,  out  of  that  fund  (Local  Government  Act, 
1888,  sec.  68  (1)).  The  sums  received  must  be  allotted  to  separate 
accounts — either  the  general  county  account,  the  special  county  accounts, 
the  Exchequer  contribution  account,  or  the  Police  Pension  Fund.  The 
general  county  account  is  that  to  which  contributions  raised  for  general 
county  purposes  are  carried — that  is,  for  all  purposes  declared  by  the  Local 
Government  Act,  1888,  or  any  other  Act,  to  be  general  county  purposes, 
and  all  purposes  for  which  the  whole  county  is  assessed  (sec.  62  (2)).  A 
"  special  county  account "  means  any  account  of  the  County  Council  to 
which  contributions  for  special  county  purposes — that  is,  purposes  from 
contribution  to  which  any  portion  of  the  county  is  for  the  time  being 
exempt — are  to  be  carried  (sec.  68  (3)). 

All  contributions  from  the  Imperial  Exchequer  in  respect  of  local  taxa- 
tion from  licence  duties  and  estate  duties,  etc.,  are  carried  to  the  Exchequer 
contribution  account.  These  contributions  are  devoted  to  payments  to 
Public  Vaccinators,  maintenance  of  Pauper  Lunatics,  salaries  of  Poor 
Law  officers,  medical  officers  of  health,  registrars  of  births  and  deaths,  and 
also  towards  supplying  or  aiding  the  supply  of  education  other  than 
elementary  in  the  county.  Any  surplus,  after  satisfying  these  statutory 
claims,  may  be  used  for  general  county  purposes.  If  the  moneys  standing 
to  the  general  county  account  are  insufficient  to  meet  the  expenditure  for 
general  purposes,  contributions  may  be  levied  on  the  whole  administrative 
county  to  meet  the  deficiency.  If  the  moneys  standing  to  any  special 
county  account  are  insufficient,  contributions  may  be  levied  on  the  parishes 
or  portions  of  the  county  hable  to  be  assessed  for  these  purposes.  Contri- 
butions may  be  levied  to  raise  money  for  expenses  incurred  which  have 
become  payable  at  any  time  within  the  six  months  before  the  contributions 
are  demanded.  All  payments  to  and  out  of  the  County  Fund  should  be 
made  to  and  by  the  county  treasurer. 

At  the  beginning  of  the  financial  year  (i.e.  the  1st  of  April)  every 
County  Council  must  cause  to  be  submitted  to  them  an  estimate  of  the 
receipts  and  expenditure  of  such  Council  during  that  financial  year, 
whether  on  account  of  property,  contributions,  rates,  loans,  or  otherwise 
(sec.  74  (1)). 

The  Council  must  appoint  a  Finance  Committee  to  regulate  and  control 
the  finances  of  their  county,  and  no  order  for  the  payment  of  a  sum  out 
of  the  County  Fund  may  be  made  except  in  pursuance  of  a  resolution  of 
the  Council,  passed  on  the  recommendation  of  this  committee,  and  no  debt 
or  liability  exceeding  £50  in  amount  may  be  incurred,  except  upon  a 
resolution  of  the  Council  passed  on  an  estimate  submitted  by  the  Finance 
Committee  (sec.  80  (3)).  All  payments  out  of  the  County  Fund  shall, 
unless  made  in  pursuance  of  the  requirements  of  a  specific  Act  of  Parlia- 
ment, or  of  an  order  of  a  competent  court,  be  made  in  pursuance  of  an 
order  of  the  Council,  signed  by  three  members  of  the  Finance  Committee 
present  at  the  meeting  of  the  Council,  and  countersigned  by  the  clerk  to 
the  Council.  The  same  order  may  include  several  payments.  All  cheques 
for  payment  of  moneys  issued  in  pursuance  of  such  order  must  be  counter- 
signed by  the  clerk  of  the  Council  or  by  a  deputy  approved  by  the  Council 
(sec.  80  (1)).  Any  such  order  may  be  removed  into  the  High  Court  by 
writ  of  certiorari,  and  there  whoUy  or  partly  disallowed  or  confirmed 
(sec.  80  (2)). 

The  Council  are  required  to  pass  the  accounts  of  the  treasurer 
(sec.  3  (iii.)).     The  treasurer's  duties  are  regulated  by  the  Act  12  Geo.  II. 
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c.  29.  By  this  Act  he  is  required  to  deliver  accounts  upon  oath  if  required 
with  vouchers,  and  these,  when  passed  by  the  Council,  must  be  deposited 
with  the  clerk,  and  by  him  placed  with  the  county  records. 

The  Council  are  required  to  keep  such  accounts  as  will  prevent  the 
whole  county  from  being  charged  with  expenditure  properly  payable  by  a 
portion  only  of  the  county,  and  wiU  prevent  any  sums  raised  in  a  portion 
only  of  the  county  being  applied  in  reduction  of  expenditure  properly  pay- 
able by  a  larger  portion  or  the  whole  of  the  county,  and  will  prevent  any 
sums  specifically  applicable  by  law  to  any  particular  purpose  from  being 
applied  to  any  other  purpose  (Local  Government  Act,  1888,  sec.  68  (7)). 
In  order  that  this  provision  may  be  effectually  carried  out,  it  is  important 
that  the  order  of  a  Council  directing  any  payment  should  show  on  the  face 
of  it  to  what  account  the  payment  is  to  be  charged.  In  determining  the 
amount  of  expenditure  for  any  particular  county  purpose,  a  proper  propor- 
tion of  the  cost  of  officers  and  buildings  and  estabUshment  of  the  County 
Council  may  be  added  to  the  expenditure  directly  incurred  for  that  purpose 
(sec.  68  (8)).  The  accounts  of  County  Councils,  excluding  those  counties 
within  the  area  of  the  Metropolitan  Police  District,  include  accounts 
relating  to  police  which  must  be  separately  kept.  A  separate  account  of 
the  Police  Pension  Fund  must  also  be  kept  by  each  county.  The  accounts 
of  the  receipts  and  expenditure  of  County  Councils  are  required  to  be  made 
up  to  the  31st  of  March  in  each  year,  and  to  be  in  the  form  prescribed  by 
the  Local  Government  Board  (sees.  71  (1)  and  73).  The  Board  have  not 
yet  prescribed  any  form  of  accounts  for  County  Councils  except  a  form  of 
financial  statement.  In  a  circular  letter,  however,  addressed  to  County 
Councils,  dated  29th  March  1889,  the  Board  stated  that  they  considered 
that  the  ledger  should  be  kept  on  the  system  of  double  entry,  and  should 
contain  all  the  accounts  which  are  expressly  required  to  be  kept  by  the 
Act,  together  with  such  additional  accounts  (including  loan  accounts)  as 
may  from  time  to  time  be  necessary.  The  provisions  of  the  Municipal 
Corporations  Act,  1882  (vide  sees.  26-28  and  233  of  that  Act),  with  respect 
to  the  return  to  the  Local  Government  Board  of  the  accounts  of  the 
Council  of  a  borough,  and  with  respect  to  the  accounts  of  the  borough 
treasurer,  and  the  inspection  and  abstract  thereof,  are  applied  to  the 
accounts  of  a  County  Council  and  the  treasurer  and  officers  of  such  Council 
(sec.  71  (2) ).  The  provisions  referred  to  require  the  treasurer  to  make  up 
his  accounts  to  such  dates  as  the  Council,  with  the  approval  of  the  Local 
Government  Board,  from  time  to  time  appoint,  and  to  print  a  full  abstract 
of  his  accounts  for  the  year  after  the  audit  of  the  accounts  for  the  second 
half  of  each  financial  year.  They  also  require  the  clerk  to  make  a  return 
to  the  Local  Government  Board  of  the  receipts  and  expenditure  of  the 
year,  in  such  form  as  the  Board  direct ;  and  the  Board  are  required  to 
prepare  annually  an  abstract  of  such  returns  arranged  under  general 
heads,  and  lay  it  before  both  Houses  of  Parliament. 

Education  Accounts. — The  accounts  of  the  receipts  and  expenditure 
of  County  Councils  as  Local  Education  Authorities  under  the  Education 
Act,  1902,  are  subject  to  the  same  provisions  as  the  other  accounts  of 
County  Councils,  with  regard  to  the  form  in  which  they  are  to  be  kept,  the 
date  to  which  they  are  to  be  made  up  and  balanced  (31st  March),  and  the 
audit  by  the  District  Auditors. 

Section  18  (1)  of  the  Act  provides  that  the  expenses  of  a  County 
Council  under  the  Act  shall,  so  far  as  not  otherwise  provided  for,  be  paid 
out  of  the  county  fund.  But  the  provisoes  to  that  sub-section  indicate 
cases  in  which  separate  accounts  of  receipts  and  expenditure  in  respect  of 
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special  county  purposes  wiU  be  necessary.  Thus  if  a  County  Council,  in 
pursuance  of  proviso  {a),  charge  any  expenses  incurred  by  them  with  respect 
to  education  other  than  elementary  on  any  parish  which,  in  the  opinion  of 
the  Council,  is  served  by  the  school  or  college  in  connection  with  which  the 
expenses  have  been  incurred,  these  expenses  will  form  a  special  county 
purpose,  and  a  special  county  account  will  have  to  be  kept  to  which  con- 
tributions for  such  purpose  should  be  carried. 

Expenses  in  respect  of  elementary  education  will  be  a  special  county 
purpose  in  every  county  containing  any  borough  or  district  the  Council  of 
which  are  the  local  education  authority.  The  keeping  of  special  county 
accounts  will  be  necessary  in  respect  of  the  several  parishes  or  other  areas 
on  which  a  County  Council  charge,  or  within  which  they  raise  exclusively, 
a  portion  of  the  expenses  mentioned  in  provisoes  (c)  and  {d)  to  sub-section 
(1)  of  section  18  of  the  Act. 

The  accounts  of  the  receipts  and  expenditure  of  Councils  as  Local 
Education  Authorities  should  be  kept  as  separate  and  distinct  parts  of  the 
county  fund  account,  and  there  should  be  a  further  subdivision  of  the 
accounts  so  as  to  show  separately  the  receipts  and  expenditure  in  respect 
of  higher  and  elementary  education  respectively. 

A  County  Council  cannot  delegate  to  an  Education  Committee  the 
power  of  making  orders  upon  the  county  treasurer  for  the  payment  of  money. 
The  Council  may,  however,  instead  of  making  all  payments  themselves, 
place  at  the  disposal  of  the  Education  Committee  funds  to  the  amount  fixed 
by  the  Council  on  the  recommendation  of  the  Finance  Committee,  after 
consideration  (except  in  cases  of  urgency)  of  a  report  of  the  Education 
Committee  upon  the  subject  in  pursuance  of  17  (2)  of  the  Act. 

When  a  Council  entrusts  moneys  to,  or  authorise  payments  by,  managers 
either  of  voluntary  or  of  provided  schools,  one  of  such  managers,  or  an 
officer  on  their  behalf,  should  keep  a  cash  book  and  prepare  an  abstract  of 
their  receipts  and  expenditure  up  to  the  close  of  the  financial  year.  The 
treasurer  of  the  managers,  if  any,  and  any  other  officer  receiving  or  paying 
moneys  on  their  behalf,  should  keep  an  account  of  all  moneys  received  and 
paid  by  him. 

The  receipts  and  expenditure  under  the  Act  should  be  entered  in  appro- 
priate ledger  accounts,  kept  on  the  same  system  and  distinguishing  between 
"  revenue "  and  "  loan "  accounts  in  the  same  manner  as  in  the  accounts 
relating  to  the  other  transactions  of  the  Council.  Separate  ledger  accounts 
will  be  necessary  in  respect  of  the  receipts  and  expenditure  for  any  special 
county  purpose  including  accounts  of  the  special  county  contributions 
levied.  The  following  subsidiary  heads  of  accounts  should  be  opened  in 
the  ledger,  together  with  such  others  as  the  circumstances  may  require, 
viz.: — grants  (the  various  grants  to  be  distinguished) ;  endowments;  fees; 
salaries  of  officers  other  than  teachers;  legal  expenses;  other  expenses 
of  administration  ;  maintenance  of  public  elementary  schools  (distinguishing 
salaries,  books,  and  stationery,  apparatus  and  furniture,  fuel,  light  and  clean- 
ing, repairs,  rents,  rates  and  taxes,  and  insurance,  and  other  expenses  of 
administration) ;  maintenance  of  industrial  schools ;  maintenance  of  schools 
for  bUnd,  deaf,  defective,  and  epileptic  children ;  repayment  of  loans  (distin- 
guishing principal  repaid  and  interest). 

The  School  Board  Accounts  Order,  issued  by  the  Local  Government 
Board  on  the  14th  July  1880,  required  the  schoolmaster  or  schoolmistress 
of  each  school,  or  other  person  appointed  by  the  school  board,  to  keep  the 
following  books  of  account,  viz. : — A  fees  account,  a  sales  account,  and  a 
stock  and  stores  account.     The  requirements  of  that  Order  do  not  apply 
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to  the  accounts  of  officers  of  the  County  Council,  and  it  will  be  open  to  the 
Council  to  direct  that  such  accounts  as  may  be  required  for  the  purposes  for 
which  those  books  were  prescribed,  shall  be  kept  either  in  forms  similar  to 
those  in  the  Schedule  to  the  Order,  or  in  any  other  forms  which  the  Council 
may  consider  suitable.  Having  regard  to  section  14  of  the  Act  of  1902,  it 
will  be  necessary  that  a  separate  fees  account  should  be  kept  in  respect  of 
the  fees  received  at  each  public  elementary  school  not  provided  by  the 
Council,  at  which  fees  are  charged. 

By  an  order  of  the  Local  Government  Board,  dated  16th  March  1892, 
a  form  of  yearly  financial  statement  to  be  submitted  to  the  district 
auditor  by  County  Councils  (except  the  London  County  Council)  was 
prescribed.  An  amended  form  will  be  issued  shortly,  in  which  the 
entries  relating  to  transactions  in  respect  of  education  will  be  required 
to  be  shown,  so  far  as  practicable,  in  a  separate  part. 

Stock. — County  Councils  are  empowered  to  create,  issue,  transfer,  deal 
with,  and  redeem  stock,  in  accordance  with  such  regulations  as  the  Local 
Government  Board  may  prescribe  (Local  Government  Act,  1888,  sec.  70  (1)). 
Accordingly,  the  Board  have  issued  orders  dealing  with  these  matters. 
The  orders,  which  apply  to  all  County  Councils  (except  the  London. 
County  Council),  are  dated  respectively  the  3rd  July  1891,  the  12th  June 
1897,  and  the  2nd  July  1901,  and  have  in  each  case,  as  required  by  the 
Act,  been  confirmed  by  Order  in  Council.  These  Orders  require  the  clerk 
to  the  County  Council  to  send  to  the  Local  Government  Board  an  abstract 
of  the  accounts  of  the  Council  relating  to  stock,  and  of  the  Eedemption 
Fund  Account  and  subordinate  accounts,  in  the  form  prescribed.  Such 
abstract  must  be  verified  by  a  statutory  declaration  of  the  clerk,  or  other 
officer  of  the  Council  approved  by  the  Board,  made  up  for  the  year  to  the 
31st  of  March,  and  forwarded  to  the  Board  within  forty-two  days  of  that 
date. 

For  the  payment  of  dividends  on  the  stock  there  must  be  carried  in 
each  year  to  an  account  of  the  County  Fund,  entitled  the  Stock 
(Dividends)  Fund  Account,  sums  equal  to  the  aggregate  amount  of  all 
dividends  payable  during  the  year.  Of  the  sums  carried  to  this  account, 
such  as  represent  the  dividends  payable  in  respect  of  stock  raised  for 
general  county  purposes,  should  be  charged  to  the  General  County  Account 
of  the  County  Fund,  and  such  as  represent  the  dividends  payable  in 
respect  of  stock  raised  for  any  special  county  purpose,  should  be  charged  to 
the  Special  County  Account,  to  which  expenditure  for  that  purpose  is 
properly  chargeable. 

For  redemption  and  extinction  of  the  stock  there  must  be  carried  to  an 
account  of  the  County  Fund,  called  the  Stock  (Eedemption)  Fund 
Account,  a  sum  equal  to  the  total  of  all  sums  payable  in  the  year  for 
redemption  and  extinction  of  the  stock. 

Such  of  the  sums  carried  to  the  Redemption  Fund  Account  as  repre- 
sent sums  payable  for  the  redemption  or  purchase  of  any  amount  of  stock 
raised  for  general  county  purposes  should  be  charged  to  the  General 
County  Account  of  the  County  Fund,  and  such  as  represent  sums  payable 
for  the  redemption  or  purchase  of  stock  raised  for  any  special  county 
purpose,  should  be  charged  to  the  Special  County  Account  to  which 
expenditure  for  that  purpose  is  properly  chargeable. 

A  separate  Stock  (Dividends)  Account  and  a  separate  Stock  (Redemp- 
tion) Fund  Account  must  be  kept  for  each  class  of  stock  created  by  the 
Council. 

The  Council  are  required  to  appoint  a  registrar  whose  duty  it  is  to 


PUBLIC  ACCOUNTING  AND  AUDITING  385 

keep  books  in  which  should  be  entered  the  names  and  addresses  of  holders 
from  time  to  time  of  stock,  and  the  several  amounts  held  by  them,  also  the 
particulars  of  transfers  of  stock. 

The  accounts  of  a  County  Council  and  of  the  county  treasurer  and 
officers  of  such  Council  are  required  to  be  audited  by  the  district  auditor 
appointed  by  the  Local  Government  Board,  in  like  manner  as  accounts 
of  an  urban  district  council  and  their  officers  under  sees.  247  and  250  of 
the  Public  Health  Act,  1875,  and  those  sections  and  all  enactments 
amending  them,  or  applying  to  audit  by  district  auditors,  including  the 
enactments  enforcing  penalties  and  providing  for  the  recovery  of  sums,  are 
applied  in  like  manner  as  if  they  were  re-enacted  with  the  necessary 
modifications ;  and,  accordingly,  all  ratepayers  and  owners  of  property  in 
the  county  have  the  like  rights,  and  the  same  right  of  appeal  exists  as 
in  the  case  of  such  audit  (Local  Government  Act,  1888,  sec.  71  (3)). 

Accounts  of  Lunatic  Asylums  and  Visiting  Committees. — It  may 
be  mentioned  here  that,  by  sec.  8  of  the  Lunacy  Act,  1891,  the  pro- 
visions of  the  Local  Government  Act,  1888,  as  to  the  accounts  of  County 
Councils  and  their  officers,  and  as  to  the  audit  of  such  accounts,  are 
expressly  applied  to  the  accounts  of  every  asylum  belonging  wholly  or  in 
part  to  a  County  Council,  and  to  the  accounts  of  the  Visiting  Committee 
and  officers  thereof.  The  accounts  of  Visiting  Committees  have  to  be 
kept  in  three  divisions — a  Maintenance  Account,  Eepairs  and  Building 
Account,  and  a  Farm  and  Garden  Account.  In  most  of  these  asylums 
large  gardens  and  farms  are  maintained,  and  the  produce  contributes  to 
the  maintenance  of  the  patients.  An  estimate  value  of  the  produce  so  sent 
to  the  asylum  has  to  be  kept  and  accounted  for.  No  order  of  accounts 
has  been  issued  for  Visiting  Committees  or  for  the  accounts  to  be  kept 
at  individual  asylums.  It  is  generally  considered  by  the  district  auditors, 
however,  that  the  system  of  accounts  adopted  in  workhouses  should  be 
adopted  with  slight  modifications  for  these  asylums.  A  form  of  financial 
statement  has  been  prescribed  for  these  Visiting  Committees. 

Joint  Committees',  etc..  Accounts. — Where  more  than  one  authority 
contributes  towards  the  expenses  of  a  local  Sea  Fisheries  Conamittee  the 
accounts  of  such  committee  are  kept  and  audited  separately  from  the 
accounts  of  the  Council.  There  are  some  ten  such  committees,  and  the 
area  of  their  districts  comprises  most  of  the  coast  of  England  and  Wales. 
No  order  of  accounts  has  been  issued  for  these  authorities,  but  a  form  of 
financial  statement  has  been  prescribed. 

Where  the  geographical  county  has  been  divided  into  more  than  one 
administrative  county,  in  some  cases  a  County  Committee  has  been 
appointed  for  the  whole  county  to  deal  with  certain  matters.  There  are 
about  three  such  committees.  Their  accounts  are  subject  to  a  separate 
audit,  and  a  form  of  financial  statement  has  been  prescribed  for  them. 

A  few  joint  committees  have  been  appointed  for  the  management  of 
rivers  in  more  than  one  administrative  Council,  such  as  the  rivers  Irwell, 
Eibble,  Cam,  etc.  The  accounts  of  these  committees  are  subject  to  audit  by 
a  district  auditor. 

Isolation  Hospital  Committees'  Accounts. — The  Isolation  Hospital 
Act,  1893,  enables  County  Councils  to  promote  the  establishment  of 
hospitals  for  the  reception  of  patients  suffering  from  infectious  diseases, 
and  when  a  hospital  district  has  been  duly  constituted,  to  form  a  Hospital 
Committee  therefor.  The  Act  provides  that  the  expenses  to  be  incurred  in 
respect  of  any  isolation  hospital  thereunder  shall  be  classified  as  "  Structural 
Expenses,"  "  Establishment  Expenses,"  and  "  Patients'  Expenses,"  and  that 
vol.  v.  25 
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sees.  245,  247,  249,  250  of  the  Public  Health  Act,  1875,  aa  amended  by 
the  District  Auditors  Act,  1879,  shall  apply  to  the  accounts  of  any 
Hospital  Committee,  and  of  any  officers  or  assistants  of  such  committee, 
and  to  the  audit  of  such  accounts,  as  if  such  committee  were  an  urban 
authority  other  than  the  Council  of  a  borough.  Under  these  sections  the 
Local  Government  Board  have  issued  a  General  Order,  dated  22nd  August, 
1899,  prescribing  a  minute  book,  a  general  ledger,  and  a  treasurer's  account 
to  be  kept  by  officers  of  Isolation  Hospital  Committees,  they  have  also 
prescribed,  by  order  dated  2nd  June  1903,  an  amended  form  of  financial 
statement  to  be  kept  by  such  authorities. 

Accounts  of  Municipal   Corporations 

General  Accounts. — It  is  necessary  to  distinguish  for  purposes  of  finance 
and  accounting  the  position  of  a  Town  Council  acting  as  the  Urban 
Sanitary  Authority  under  the  Public  Health  Acts,  and  its  position  as  the 
Municipal  Authority  under  the  Municipal  Corporations  Act,  1882. 

The  accounts  relating  to  sanitary  expenditure  must  in  all  cases  be  kept 
separate  from  the  other  accounts  of  the  corporation. 

The  Municipal  Corporations  Act,  1882,  provides  (sec.  139),  that  the 
rents  and  profits  of  all  corporate  land  and  the  proceeds  of  all  other  corporate 
property,  together  with  any  fines  or  penalties  for  offences  against  that  Act, 
shall  go  to  the  Borough  Fund.  If  the  Borough  Fund  is  insufficient  for  the 
purposes  to  which  it  is  applicable  it  shall  be  supplemented  by  a  Borough 
Eate  (sec.  144).  The  Borough  Bate  is  leviable  on  the  same  basis  as,  or 
may  form  part  of,  the  Poor  Rate.  Certain  payments  may  be  made  out  of 
the  Borough  Fund  without  any  order  of  the  Council.  These  are  specified 
in  Part  I.  of  the  fifth  schedule  of  the  Act,  and  consist  mainly  of  the 
salaries  of  officers  appointed  by  the  Council.  Other  payments  can  only  be 
made  under  an  order  of  the  Council  signed  by  three  members  thereof,  and 
countersigned  by  the  clerk.  These  payments  are  specified  in  Part  11.  of 
the  same  schedule. 

All  sums  received  by  a  connty  borough  in  respect  of  local  taxation, 
licences,  or  the  estate,  etc.,  duties,  must  be  carried  to  a  separate  account 
called  the  Exchequer  Contribution  Account,  and  payments  made  thereout  as 
directed  by  the  Act  {vide  Local  Government  Act,  1888,  sees.  23,  24,  and  34). 

All  expenses  of  the  Town  Council  other  than  sanitary  expenses  are 
payable  out  of  the  Borough  Fund.  The  expenses  of  the  Council  when 
acting  as  the  sanitary  authority  are,  as  a  rule,  payable  out  of  the  General 
District  Rate,  which  is  levied  and  collected  by  the  Council  themselves,  and 
not,  as  in  the  case  of  the  Borough  Rate,  by  the  overseers  as  part  of  the 
Poor  Rate. 

The  Council  are  required  to  appoint  a  fit  person  to  be  treasurer  of  the 
Council,  who  must  not  be  the  Town  Clerk  nor  a  member  of  the  Council. 
He  holds  office  during  the  pleasure  of  the  Council  (sec.  18).  All  payments 
to  and  out  of  the  borough  fund  must  be  made  to  and  by  him  (sec.  142). 
The  treasurer  must  make  up  his  accounts  half-yearly  to  such  date  as  the 
Council,  with  the  approval  of  the  Local  Government  Board,  appoint 
(sec.  26),  and  submit  such  accounts  within  one 'month  of  the  date  appointed, 
with  the  necessary  vouchers  and  papers,  to  the  borough  auditors  for  audit. 
After  the  audit  of  the  accounts  in  the  second  half  of  each  financial  year 
the  treasurer  must  print  a  full  abstract  of  his  accounts  for  that  year 
(sec.  27).  The  accounts  are  required  to  be  open  to  the  inspection  of  the 
Council,  and  any  member  of  the  Council  may  make  a  copy  of,  or  take  an 
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extract  from,  such  accounts.  The  abstract  of  the  treasurer's  accounts  is 
required  to  be  open  to  the  inspection  of  the  ratepayers  of  the  borough,  and 
a  copy  thereof  must  be  delivered  to  any  ratepayer  on  payment  of  a 
reasonable  price  (sec.  233).  Every  officer  appointed  by  the  Council  must, 
at  such  times  and  in  such  manner  as  the  Council  direct,  deliver  to  them,  or 
as  they  direct,  a  true  account  in  writing  of  all  matters  committed  to  his 
charge,  and  of  his  receipts  and  payments,  with  vouchers,  and  a  list  of 
persons  from  whom  money  is  due  for  purposes  of  the  Municipal  Corpora- 
tions Act  in  connection  with  his  office,  showing  the  amount  due  from 
each  (sec.  21  (1)).  Every  officer  must  pay  aU  money  due  from  him  to  the 
treasurer  or  to  the  Council  direct  (sec.  21  (2)), 

The  Town  Clerk  must  make  a  return  to  the  Local  Government  Board 
of  the  receipts  and  expenditure  of  the  Municipal  Corporation  for  each 
financial  year.  The  return  is  to  be  made  for  the  financial  year  ended  the 
25th  of  March,  or  on  such  other  day  as  the  Local  Government  Board,  on 
the  application  of  the  Council,  from  time  to  time  prescribe.  The  tendency 
of  all  recent  legislation  has  been  to  make  the  accounts  of  local  authorities 
end  on  the  31st,  instead  of  the  25th  of  March  in  each  year,  and  this  date 
has  often  been  sanctioned  by  the  Local  Government  Board  in  respect  of 
borough  accounts.  The  return  must  be  in  such  form  and  contain  such 
particulars  as  the  Board  direct.  It  has  to  be  forwarded  within  one 
month  after  the  completion  of  the  audit  for  the  second  half  of  each 
financial  year.  The  Board  is  required  to  prepare  yearly  an  abstract  of  these 
returns  under  general  heads,  and  to  lay  the  same  before  Parliament  (sec.  28). 

Electric  Lighting  and  other  Undertakings. — "Where  the  Town  Council 
(or  other  local  authority)  are  the  "  undertakers  "  for  the  supply  of  electricity 
for  lighting  and  other  purposes  in  the  borough,  they  are  required  by  sec.  9 
of  the  Electric  Lighting  Act,  1882,  to  fill  up,  on  or  before  the  25th  of 
March  in  every  year,  an  annual  statement  of  accounts  of  the  undertaking 
made  up  to  the  31st  of  the  preceding  December.  The  statement  must  be 
in  the  form,  and  contain  the  particulars,  and  be  published  in  the  manner, 
prescribed  by  the  Board  of  Trade.  The  Council  are  required  also  to  keep 
copies  of  the  annual  statement  at  their  offices,  and  to  sell  the  same  to  any 
applicant  at  a  price  not  exceeding  one  shilling  for  each  copy. 

The  forms  prescribed  by  the  Board  of  Trade  pursuant  to  this  section 
include  the  following : — (1)  Statement  as  to  Loans.  (2)  Capital  Account 
for  the  year.  (3)  Eevenue  Account.  (4)  Net  Eevenue  Account.  (5) 
Sinking  Fund  Account.  (6)  Keserve  Fund  Account.  (7)  General 
Balance-Sheet.     (8)  Statement  of  Electricity  generated,  sold,  etc. 

Local  Acts  and  Provisional  Orders  authorising  Town  Councils  (and 
other  local  authorities)  to  undertake  the  supply  of  electricity,  gas,  and 
water  for  their  district,  usually  contain  a  clause  providing  that  the  Council 
shall  keep  separate  accounts  of  aU  receipts,  credits,  payments,  liabilities, 
and  transactions  in  and  about  the  Local  Act  or  Provisional  Order,  and  in 
relation  to  the  undertaking,  which  accounts  should  be  distinct  from  the 
other  accounts  of  the  Council. 

Where  the  Town  Council  (or  other  local  authority)  own  their  own  gas- 
supply,  it  appears  advisable  for  them  to  follow  the  forms  of  accounts  pre- 
scribed for  "  undertakers  "  under  the  Gas- Works  Clauses  Act,  1871.  These 
forms  include  the  following : — (1)  Statement  of  Capital.  (2)  Capital 
Account.  (3)  Revenue  Account.  (4)  Profit  and  Loss  Account.  (5)  Re- 
served Fund  Account.  (6)  Statement  of  Coals.  (7)  Statement  of  Residual 
Products.  (8)  General  Balance-Sheet.  In  addition  to  these  a  Loans  Fund 
Account  should  also  be  kept. 
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Many  Town  Councils  have  other  important  undertakings,  such  as 
tramways,  harbours,  and  piers.  The  accounts  of  such  undertakings 
should  in  every  case  be  kept  separate,  and  generally  similar  provisions  are 
made  as  to  the  mode  of  accounting  as  in  the  case  of  gas  and  water  under- 
takings. 

Education  Accounts. — Under  the  Education  Act,  1902,  the  Council  of 
a  county  borough  and  of  a  non-county  borough  with  a  population  of  over 
10,000  (provided  such  has  not  relinquished  its  powers  in  favour  of  a  County 
Council)  are  Local  Education  Authorities. 

Section  18  (3)  of  the  Act  provides  that  separate  accounts  shall  be  kept 
by  the  Council  of  a  borough  of  their  receipts  and  expenditure  under  the 
Act,  and  those  accounts  shall  be  made  up  and  audited  in  like  manner  and 
subject  to  the  same  provisions  as  the  accounts  of  a  County  Council,  and  the 
enactments  relating  to  the  audit  of  those  accounts  and  to  all  matters  in- 
cidental thereto  and  consequential  thereon,  including  the  penal  provisions, 
shall  apply  in  lieu  of  the  provisions  of  the  Municipal  Corporations  Act, 
1882,  relating  to  accounts  and  audit. 

Under  section  3  of  the  District  Auditors  Act,  1879,  it  devolves  on  the 
Council  to  prepare  and  submit  to  the  district  auditor  at  the  audit  a  financial 
statement  in  a  form  prescribed  by  the  Local  Government  Board.  A  stamp 
is  to  be  affixed  according  to  the  scale  of  stamp  duty  shown  in  the  schedule 
to  the  Act,  as  modified  by  section  71  (3)  of  the  Local  Government  Act, 
1888. 

By  section  18  (1)  the  expenses  of  the  Council  of  a  borough  under  the 
Act,  so  far  as  not  otherwise  provided  for,  are  in  general  to  be  paid  out  of 
the  borough  fund  or  rate,  or,  if  no  borough  rate  is  levied,  out  of  a  separate 
rate  to  be  made,  assessed,  and  levied  in  like  manner  as  the  borough  rate ; 
but  in  certain  exceptional  cases  indicated  in  section  18  (4)  the  expenses 
will  be  payable  out  of  some  other  fund  or  rate. 

It  is  important  that  the  accounts  under  the  Act  should  be  so  kept  as 
clearly  to  distinguish  the  receipts  and  expenditure  in  respect  of  higher  and 
elementary  education  respectively.  The  receipts  and  expenditure  should  be 
entered  in  appropriate  ledger  accounts,  distinguishing  between  "  revenue  " 
and  "  loan "  accounts,  and  should  be  kept  on  the  system  of  double  entry. 
Accounts  should  be  opened  in  the  ledger  showing  the  various  items  of 
receipt  and  expenditure  other  than  out  of  loans,  classified  under  various 
heads  similar  to  those  enumerated  with  respect  to  educational  accounts 
kept  by  County  Councils,  so  far  as  applicable,  and  such  others  as  the 
circumstances  may  require.  If  the  Council  entrust  any  receipts  or  pay- 
ments of  money  to  managers  of  schools  one  of  the  managers  or  an  officer 
on  their  behalf  should  keep  a  cash  book  and  prepare  a  balance  sheet  of 
their  receipts  and  expenditure  up  to  the  close  of  the  financial  year,  and  at 
such  other  periods  and  in  such  detail  as  may  be  required  by  the  Council. 
The  treasurer  of  the  managers,  if  any,  and  any  other  officer  receiving  or 
paying  moneys  on  their  behalf,  should  keep  an  account  of  all  moneys 
received  and  paid  by  him.  All  such  accounts  should  be  made  up  and 
balanced  to  the  same  date  as  the  other  accounts  of  receipts  and  ex- 
penditure of  the  Council,  viz.,  to  the  3l8t  March  in  each  year. 

Accounts  of  receipts  from  school  fees  and  from  sale  of  books,  etc.,  and 
also  inventories  or  accounts  of  school  effects,  and  accounts  of  the  receipt  and 
consumption  of  stores,  should  be  kept  and  submitted  for  audit.  Having 
regard  to  section  14  of  the  Education  Act,  1902,  it  will  be  necessary  that  a 
separate  fees  account  should  be  kept  in  respect  of  each  public  elementary 
school  not  provided  by  the  Council,  at  which  fees  are  charged.     It  is  open 
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to  the  Council  to  direct  that  such  accounts  as  may  be  required  for  these 
purposes  shall  be  kept  in  any  form  which  they  may  consider  suitable.  It 
may,  however,  be  found  convenient  that  in  boroughs  in  which  there  has 
been  a  school  board  these  accounts  should  continue  to  be  kept  in  the  forms 
in  use  by  the  school  board  at  the  time  of  the  transfer  of  their  powers. 
(See  General  Order,  dated  9th  April  1904,  as  to  form  of  financial 
statement.) 

The  provisions  of  section  18  (3)  above  referred  to,  also  apply  to  the 
accounts  of  boroughs  which  are  not  Local  Education  Authorities  under  the 
Education  Act,  but  spend  money  under  section  3  for  purposes  of  education 
other  than  elementary. 

The  Local  Government  Board  have  issued  an  Order,  dated  5  th  September 
1903,  prescribing  the  form  of  financial  statement  to  be  prepared  and  sub- 
mitted to  the  district  auditor  by  the  Council,  if  they  spend  money  under 
section  3  of  the  Act  of  1902,  in  respect  of  their  receipts  and  expenditure 
under  the  Act  in  each  financial  year. 

Borrowing. — Municipal  Corporations  borrow  money  largely  from  time 
to  time  for  the  purpose  of  carrying  out  works  of  a  permanent  character. 
The  assent  of  the  Local  Government  Board  is  usually  required  for  the 
raising  of  loans,  and  that  body  imposes  conditions  as  to  the  term  and 
manner  of  repayment  of  the  loans  which  it  authorises  (Municipal  Corpora- 
tions Act,  1882,  sec.  112). 

Almost  every  local  Act  passed  since  1873,  which  has  empowered  a 
Town  Council  (or  other  local  authority)  to  borrow  money,  has  provided 
that  an  annual  return  shall  be  made  to  the  Local  Government  Board  by 
the  clerk,  treasurer,  or  accountant  of  the  Council,  showing  the  manner  in 
which  the  authority  are  complying  with  the  statutory  requirements  as 
regards  the  repayment  of  loans  under  the  local  Act,  or  the  setting  aside  of 
a  Sinking  Fund  or  Loans  Fund  for  that  purpose.  The  return  must  be 
made  in  the  prescribed  form  and  verified  by  statutory  declaration,  and  if 
it  appears  that  the  Council  have  failed  to  make  provision  for  the  repay- 
ment of  their  loans,  or  have  misapplied  the  Sinking  Fund  moneys,  the 
Local  Government  Board  may  make  an  order,  enforceable  by  mandamus, 
requiring  them  to  make  good  their  default. 

In  all  cases  in  which  a  Town  Council  (or  other  local  authority)  raise 
loans  by  the  issue  of  securities  under  the  Local  Loans  Act,  1875,  and 
decide  to  repay  such  loans  by  means  of  a  Sinking  Fund,  the  Town  Council 
(or  other  local  authority  borrowing)  is  required  to  transmit  to  the  Local 
Government  Board  a  return  within  twenty-one  days  of  the  expiration  of 
each  year,  in  the  form,  and  verified  in  the  manner,  directed  by  the  Board. 
The  return  must  show  the  amount  invested  for  Sinking  Fund  purposes 
during  the  year  preceding  the  making  of  the  return,  the  description  of  the 
securities  upon  which  any  investment  has  been  made,  the  purpose  to  which 
any  portion  of  the  Sinking  Fund  has  been  applied  during  the  year,  and 
the  total  amount  remaining  invested  at  the  end  of  the  year  (Local  Loans 
Act,  1875,  sec.  16). 

Where  moneys  have  been  borrowed  from  the  PubHc  Works  Loans 
Commissioners,  the  Town  Council  (or  other  local  authority)  are  required  to 
cause  their  treasurer  to  keep  a  separate  account  under  the  title  of  the 
Public  Works  Loan  Commissioners  Loan  Account,  of  all  such  loans,  and  all 
orders  directing  payment  out  of  such  account  are  to  show  on  their  face  that 
the  payment  is  to  be  made  out  of  that  account  (Public  Works  Loans  Act, 
1882). 

The  Local  Government  Board,  in  pursuance  of  the  Public  Works  Loans 
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Act,  must  satisfy  themselves  that  all  loans  advanced  by  the  Commissioners 
have  been  applied  to  the  objects  for  which  they  were  raised.  Accordingly, 
accounts  of  the  different  advances  made  to  the  Town  Council  and  of 
the  payments  made  thereout  have  to  be  submitted  to,  and  examined  by 
the  Board,  and  those  portions  of  the  various  loans  which  have  not  been 
required  for  the  purpose  for  which  they  were  raised,  nor  authorised  to  be 
expended  on  other  objects  under  sec.  9  of  the  Public  Works  Loans  Act,  1881, 
must  be  remitted  to  the  Commissioners  in  pursuance  of  sec.  4  of  the  Public 
Works  Loans  Act,  1878. 

Stock. — Another  method  of  borrowing  money,  which  has  been  largely 
adopted  by  Municipal  Corporations,  County  Councils,  and  the  more 
populous  and  important  Urban  District  Councils,  is  by  the  creation  of 
stock.  It  is  provided  by  sec.  52  of  the  Public  Health  Acts  Amendment 
Act,  1890,  that  where  any  urban  authority  (including  Municipal  Corpora- 
tions and  Urban  District  Councils)  have  for  the  time  being,  either  in  their 
capacity  of  urban  authority,  or  in  any  other  capacity,'  any  power  to  borrow 
money,  they  may,  with  the  consent  of  the  Local  Government  Board, 
exercise  such  power  by  the  creation  of  stock,  to  be  created,  issued,  trans- 
ferred, dealt  with,  and  redeemed,  in  accordance  with  such  regulations  as 
the  Board  from  time  to  time  prescribe.  Orders  have  accordingly  been 
issued  by  the  Board,  (confirmed  by  Orders  in  Council),  dated  the  3rd  July 
1891,  the  3rd  June  1897,  and  the  2nd  July  1901,  prescribing  regulations 
with  regard  to  the  creation,  transfer,  and  redemption  of  stock  by  boroughs 
or  Urban  District  Councils  (or  Eural  District  Councils  invested  with  the 
necessary  urban  powers)  which  have  adopted  section  52  of  the  Public  Health 
Acts  Amendment  Act,  1890. 

Under  these  regulations,  consent  orders  of  the  Local  Government 
Board  are  required  to  enable  urban  authorities  to  issue  stock ;  and  elaborate 
returns  as  to  the  stock  issued  are  required  to  be  made  to  the  central 
authority.  In  many  cases  local  Acts  have  been  passed  authorising  the 
creation  of  corporation  stock.  These  also  usually  require  similar  returns 
to  be  made  to  the  Board. 

The  following  are  the  chief  provisions  of  the  orders  referred  to  as  to 
accounts : — 

There  shall  be  established  a  fund  called  the  Stock  (Dividends)  Fund, 
for  payment  of  dividends  on  the  stock  created. 

Each  year  the  local  authority  must  pay  into  the  Dividends  Fund  a  sum 
equal  to  the  aggregate  amount  of  all  dividends  payable  in  that  year  on  the 
stock.  The  authority  must  provide  such  sum  by  contributions  from  their 
several  revenues,  if  any,  specifically  made  liable  to  provide  the  same  under 
any  Act  of  Parliament,  or  other  lawful  authority ;  and  if,  as  regards  any 
statutory  borrowing  power,  there  is  no  such  specific  liability,  then  from  the 
several  revenues  out  of  which  interest  would  have  been  payable  on  money 
borrowed  by  them  under  that  borrowing  power,  if  that  money  had  been 
raised  and  remained  secured  otherwise  than  by  stock ;  and,  subject  thereto, 
they  must  provide  the  same,  if  the  district  is  a  borough,  out  of  the 
Borough  Fund  and  Borough  Kate,  or  out  of  the  District  Fund  or  General 
District  Hate,  or,  if  there  is  no  District  Fund  or  General  District  Eate,  out 
of  such  other  rate  as  the  local  authority  may  consider  equitable ;  and,  if 
the  district  is  not  a  borough,  they  must  provide  the  same  out  of  the 
District  Fund  and  General  District  Rate,  or,  if  there  is  no  such  fund  and  rate, 
out  of  such  other  rate  as  the  local  authority  may  consider  equitable.  For 
redemption  and  extinction  or  purchase  and  extinction  of  the  stock  there 
must  be  established  a  fund  called  the  Stock  (Eedemption)  Fund.     Similar 
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regulations  to  those  set  out  above  respecting  the  Dividends  Fund  apply  to 
the  contributions  to  the  Eedemption  Fund. 

Unless  the  Local  Government  Board  otherwise  direct,  the  local 
authority  must  pay  into  the  Dividends  Fund,  and  carry  to  the  proper 
separate  account,  forming  part  of  the  General  Account  of  the  Dividends 
Fund,  the  rents  and  profits  of  any  land  and  other  property  of  the  local 
authority  acquired  by  them  for  the  purposes  of  any  undertaking  in  respect 
of  which  any  statutory  borrowing  power  is  exercised  by  them  by  the  issue  of 
the  stock,  such  rents  and  profits  not  being  required  to  be  otherwise  apphed. 
The  local  authority,  before  making  any  such  payment  into  the  Dividends 
Fund,  may  deduct  any  costs  and  expenses  properly  incurred  in  the 
collection  and  receipt  of  such  rents  and  profits. 

Similar  regulations  to  these  are  prescribed  with  regard  to  the  payment 
into  the  Redemption  Fund  of  moneys  which  are  in  the  nature  of  capital, 
arising  from  the  sale,  lease,  or  other  disposition  of  land,  etc.,  on  the  revenue 
of  which  any  stock  is  charged. 

The  local  authority  ai*  required  from  time  to  time  to  apply  the 
Eedemption  Fund  in  redeeming  stock  according  to  the  terms  of  issue,  and 
purchasing  stock  for  extinction,  and,  meanwhile,  all  sums  paid  into  the 
fund  must  be  invested  in  statutory  securities,  and  the  interest  and  annual 
proceeds  arising  from  those  securities  paid  into  the  Eedemption  Fund  and 
accumulated. 

1.  As  parts  of  the  General  Account  of  the  Eedemption  Fund,  the  local 
authority  are  required  to  keep — 

(a)  An  account  showing  the  securities  on  which  all  sums  paid  into  the 
Eedemption  Fund  are  from  time  to  time  invested ;  and 

(&)  Separate  accounts  relative  to  each  undertaking  for  which  any 
statutory  borrowing  power  is  exercised  by  them  by  the  issue  of  the  stock ;  and 

(c)  Separate  accounts  relative  to  each  statutory  borrowing  power  .bo 
exercised. 

2.  Those  separate  accounts  should  distinguish — 

(d)  The  amounts  of  stock  chargeable  to  each  undertaking,  and  respec- 
tively attributable  to  the  exercise  of  the  several  statutory  borrowing  powers, 
if  more  than  one,  relating  to  that  undertaking ;  and 

(e)  The  several  amounts  of  stock  redeemed  or  purchased  by  means  of 
the  Eedemption  Fund  and  cancelled  and  extinguished. 

3.  Those  separate  accounts  should  further  distinguish  in  relation  to 
each  undertaking — 

(/)  All  money  in  the  nature  of  capital  paid  into  the  Eedemption  Fund, 
and  properly  attributable  to  that  undertaking ;  and 

(g)  All  money  received  as  interest  of  the  last-mentioned  moneys ;  and 

(h)  All  money  and  securities  transferred  to  the  Eedemption  Fund  as 
having  formed  part  of  a  Sinking  Fund,  and  all  money  received  as  interest 
of  the  last-mentioned  money  or  securities ;  and 

(i)  All  money  paid  into  the  Eedemption  Fund  as  contributions  from  the 
revenues  of  the  local  authority  in  respect  of  redemption  and  extinction,  or 
purchase  and  extinction,  of  those  several  amounts  of  stock ;  and 

(J)  All  money  from  time  to  time  received  as  interest  of  the  last- 
mentioned  money. 

Where  stock  of  more  than  one  class  has  been  issued,  the  local 
authority  are  required  to  keep  a  separate  Stock  (Dividends)  Fund,  and  a 
separate  Stock  (Eedemption)  Fund  for  every  class  of  stock. 

A  registrar  must  be  appointed  for  the  purposes  of  these  regulations. 
It  is  his  duty  to  keep  the  books  in  which  are  entered  the  names  and 
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addresses  of  holders  from  time  to  time  of  stock,  and  the  several  amounts 
held  by  them,  also  the  particulars  of  transfers  of  stock. 

Once  a  year  the  clerk  to  the  local  authority  must  send  to  the  Local 
Government  Board  an  abstract  of  the  accounts  of  the  authority  relating  to 
stock  and  the  Redemption  Fund  in  the  form  prescribed ;  and  such  abstract 
must  be  verified  by  a  statutory  declaration  of  an  officer  of  the  local 
authority,  and  should  be  made  up  in  each  year  to  the  31st  of  March  in  the 
case  of  County  Councils,  and  to  the  25th  of  March  in  the  case  of  other  local 
authorities,  and  forwarded  to  the  Board  within  forty-two  days  of  that  date. 
As  a  general  rule,  however,  in  practice  these  abstracts  are  now  made  up  to 
the  31st  of  March  in  each  year. 

The  above  are  the  principal  statutory  regulations  applicable  to  the 
accounting  of  municipal  authorities  outside  London.  Apart  from  these 
regulations  every  variety  of  accounts  and  accounting  is  found.  No  uni- 
formity is  observed,  and  though  the  Local  Government  Board  have  power 
under  sec.  245  of  the  Public  Health  Act,  1875,  and  under  sec.  58  of  the 
Local  Government  Act,  1894,  to  prescribe  the  form  of  accounts  for  Borough 
Councils,  no  order  has  been  issued  in  the  matter. 

General  Principles. — There  are  a  few  principles  relating  to  municipal 
accounts  which  are  generally  recognised,  though  not  always  carried  out  in 
practice. 

They  should  be  prepared  on  such  a  system  that  the  ordinary  rate- 
payer, who  is  without  any  technical  knowledge  of  accounts,  and  cannot  be 
expected  to  take  pains  to  trace  intricate  entries,  should  be  able  to  under- 
stand the  financial  position  of  the  borough  readily  and  easily.  In  other 
words,  the  accounts  should  be  made  out  and  arranged  as  simply  as  may  be 
consistent  with  accuracy.  "Whatever  view  may  be  taken  of  the  proper 
limits,  if  any,  which  can  be  set  to  municipal  trading,  it  is  clearly  important 
that,  wherever  it  exists,  ratepayers  should  be  not  less  fully  and  continuously 
informed  of  the  success  or  failure  of  each  undertaking  than  if  they  were 
shareholders  in  an  ordinary  trading  company  "  (Eeport  of  Select  Committee 
on  Municipal  Trading). 

Each  account  should  be  clearly  shown,  so  that  the  total  receipts  and 
expenditure  on  that  account  may  be  easily  ascertained. 

The  accounts  should  be  summarised  as  a  whole  at  the  end. 

Items  transferred  from  one  account  to  another  should  be  clearly  indi- 
cated, and,  as  far  as  possible,  moneys  borrowed  should  be  accounted  for 
separately. 

The  principle  of  taking  actual  receipts  and  payments  as  the  basis  of 
the  accounts  is  generally  preferred  by  the  Local  Government  Board  and 
their  auditors.  This  system  has  many  advantages,  and  is  of  course  the 
most  simple  one.  In  many  places,  however,  questions  arise  in  connection 
with  stores  bought,  but  not  allocated  to  any  particular  account,  and  also  in 
connection  with  stores  purchased  but  not  paid  for  within  the  financial 
year.  Under  such  circumstances  local  authorities  generally  adopt  what 
is  known  as  the  income  and  expenditure  system,  under  which  the  total 
expenditure  incurred  in  the  period  is  included  in  the  accounts,  although 
some  items  may  not  have  been  actually  paid. 

The  trend  of  modern  opinion  is  in  favour  of  the  adoption  of  the  system 
of  accounting  which  is  based  on  income  and  expenditure.  Pending  its 
complete  adoption,  however,  it  will  be  found  useful  to  combine  both  systems. 
Accounts  can  readily  be  adapted  so  as  to  show  in  parallel  columns  both 
income  and  receipts  on  the  one  hand  and  expenditure  and  payments  on 
the  other. 
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In  every  case  estimates  of  the  probable  expenditure  for  the  coming 
year  or  half-year  should  be  submitted  to  the  Council,  and  a  statement 
should  be  made  out  at  the  end  of  the  year  so  as  to  show  at  a  glance  how  far 
estimates  and  expenditure  correspond. 

The  accounts  of  each  undertaking  of  the  Council — gas,  water,  electricity, 
tramways,  etc.,  should  be  kept  separate.  Capital  and  ordinary  expenditure 
should  be  clearly  distinguished.  It  is  important  to  charge  an  undertaking 
not  only  with  all  expenses  directly  connected  with  it,  such  as  those  of 
promotion,  increase  of  establishment,  extra  office  accommodation,  etc.,  but 
also  with  a  fair  proportion  of  the  establishment  and  other  current  expenses 
of  the  Council,  where  use  has  been  made  for  the  undertaking  of  the  services  of 
the  Town  Clerk  and  staff,  or  of  the  property,  offices,  etc.,  of  the  corporation. 
So  also,  where  streets  are  widened  in  connection  with  a  tramway  under- 
taking, the  cost  of  such  widening  should  be  charged  to  the  undertaking. 
Only  when  this  course  is  followed  will  it  be  possible  to  make  a  fair  com- 
parison between,  say,  the  cost  of  establishing  and  working  an  electric  lighting 
scheme  by  a  Town  Council,  and  that  of  establishing  and  working  such  an 
undertaking  by  a  company. 

In  this  connection  attention  may  be  drawn  to  a  recommendation  of  the 
Select  Committee  on  Kepayment  of  Loans  by  Local  Authorities.  They 
point  out  that  the  manner  in  which  the  profit  and  loss  account  of  rehousing 
schemes  under  Parts  I.  and  II.  of  the  Housing  of  the  Working  Classes  Act, 
1890,  is  presented,  is  calculated  to  convey  a  wrong  impression  as  to  the 
annual  charge  upon  the  rates  arising  from  these  schemes.  Interest  and 
Sinking  Fund  payments  on  the  whole  amount  given  for  the  insanitary  area 
or  buildings,  or  expended  upon  demolition,  are  often  charged  against  the 
rehousing  scheme.  The  capital  charges  against  the  rehousing  part  of 
such  schemes  should,  the  committee  recommend,  be  only  interest  and 
Sinking  Fund  charges  in  respect  of  that  part  of  the  total  loan  raised  which 
is  rightly  attributable  to  the  cost  of  building  the  houses,  and  to  the 
housing  value  of  their  sites,  i.e.  the  price  which  such  sites  would  fetch  in 
the  market  if  sold,  subject  to  a  covenant  to  build  upon  them  workmen's 
dwellings.  The  rest  of  the  loan  should  be  regarded  as  expended  on  a 
sanitary  improvement,  and  repaid  in  a  period  not  exceeding  sixty  years. 

The  Committee  further  suggested  that  the  amount  allowed  in  these 
accounts  for  repairs  and  renewals  should  be  based  upon  the  probable 
average  annual  cost  during  the  whole  period  of  the  currency  of  the  loan 
(eighty  years  recommended)  in  respect  of  the  scheme.     (Keport  of  1902, 

Particular  attention  should  be  paid  to  the  accounts  of  the  various  loans 
of  the  Council.  The  accounts  should  contain  a  statement  showing  at  a 
glance  what  borrowing  powers  the  Council  possess,  how  far  they  have 
availed  themselves  of  these,  what  amount  they  can  still  borrow,  what 
annual  charges  are  involved  for  redemption  purposes,  and  the  amount,  if  any, 
in  the  sinking  or  redemption  fund  in  respect  of  each  loan.  If  particulars  be 
added  showing  what  is  the  present  population  of  the  borough,  and  whether 
that  population  is  increasing  or  diminishing,  what  are  the  total  rates  in 
the  £,  the  present  rateable  value,  the  proportion  of  existing  debt  to 
rateable  value,  and  the  priorities  (if  any)  of  existing  or  future  loans,  not 
only  will  the  financial  position  of  the  borough  be  made  plain  for  the  benefit 
of  the  ratepayers,  but  the  Council  will  also  thereby  greatly  facilitate  their 
own  applications  for  loans  to  insurance  societies  and  other  lending  bodies 
(that  is,  of  course,  provided  a  satisfactory  state  of  affairs  is  revealed). 

As  a  useful  form  of  the  Loans  Fund  Account  may  be  mentioned  that 


394  PUBLIC  ACCOUNTING  AND  AUDITING 

adopted  by  the  Edinburgh  Town  Council.  The  proceeds  of  corporation 
stock  (redeemable  in  thirty  years)  are  paid  into  this  account.  From  it  are 
issued  loans  from  time  to  time  to  the  spending  accounts.  These  loans  are 
repaid  out  of  the  spending  accounts  on  the  instalment  principle,  and  to 
«ach  such  account  is  charged  its  proportion  of  the  interest  due.  This  plan 
is  very  simple,  and  is  somewhat  similar  to  the  plan  adopted  by  the  London 
County  Council. 

It  will  be  found  convenient  in  most  cases  to  group  the  accounts  of 
income  and  expenditure  under  the  headings  of  the  various  committees 
responsible,  and  to  show  separately  the  total  income  and  expenditure 
under  each  head.  This  system  affords  a  ready  means  of  comparing  expen- 
diture with  estimates,  and  of  comparing  also  the  expenditure  of  one  com- 
mittee with  that  of  another.  The  system  adopted  by  the  London  County 
Council,  as  shown  in  their  annual  published  accounts,  may  be  recommended 
as  a  good  precedent  to  foUow. 

Corporations  have  in  some  instances  been  authorised  to  make  advances 
from  their  Sinking  Fund  accounts  to  various  other  funds  under  their 
control  in  respect  of  which  they  possess  borrowing  powers,  or,  as  in  the 
case  of  Dewsbury,  in  the  repayment  of  short  period  mortgage  debts  as  they 
fall  due. 

Some  corporations,  in  addition  to  a  Sinking  Fund,  maintain  also  a 
Depreciation  Fund  in  respect  of  each  undertaking  on  account  of  which 
money  has  been  borrowed.  Into  this  are  paid  at  regular  intervals  sums 
to  be  devoted  from  time  to  time  to  the  maintenance  of  the  works  or  under- 
takings— gas,  water,  etc. — of  the  corporation,  so  that  these  may  be  kept  from 
depreciating  in  value.  In  most  local  Acts  empowering  authorities  to 
maintain  works,  such  as  gas,  water,  etc.,  provision  is  made  for  a  Eeserve 
Fund  to  meet  exceptional  increase  of  expenditure,  or  to  provide  additional 
plant.  In  this  connection  it  may  be  pointed  out  that  the  Select  Committee 
on  the  Kepayment  of  Loans  by  Local  Authorities  recommend  (Eeport,  1902, 
p.  xiii.)  "  that  power  should  be  given  to  the  sanctioning  authority  to  make 
it  a  condition  of  their  sanction  that  provision  should  be  made  for  the 
probable  annual  average  cost  of  repairs  during  the  currency  of  the  loan. 
The  amount  of  such  necessary  provision  should  be  fixed  by  the  local 
authority,  and  should  depend  upon  the  character  of  the  purpose  for  which 
the  loan  is  required,  and  the  method  by  which  it  is  to  be  repaid.  Com- 
pliance with  this  condition  should  be  in  all  cases  enforced  by  Government 
audit." 

A  general  balance-sheet  also,  or  statement  of  assets  and  liabilities,  should 
in  every  case  be  made  out,  showing  the  exact  condition  of  the  financial  affairs 
of  the  Council  at  the  end  of  the  year.  This  will  show,  inter  alia,  how  much 
money  out  of  loan  has  been  expended,  how  much  has  been  repaid,  and  how 
much  remains  outstanding.  In  some  cases  the  balance-sheet  shows  as 
assets  all  capital  expenditure,  whatever  its  nature;  in  others  (and  this 
seems  the  best  system)  it  only  shows  as  assets  such  capital  expenditure 
as  is  represented  by  realisable  property. 

Accounts  of  Metropolitan  Borough  Councils. — Section  14  of  the 
London  Government  Act,  1899,  provides  that  the  accounts  of  every  Metro- 
politan Borough  Council  and  their  committee  and  officers  (including  the 
accounts  of  and  relating  to  the  making,  levy,  and  collection  of  any  rate  made 
by  the  Council),  shall  be  made  up  and  audited  in  like  manner,  and  subject 
to  the  same  provisions  as  the  accounts  of  the  London  County  Council,  and  the 
enactments  relating  to  the  audit  of  these  accounts  shall  apply  accordingly. 
The  rules  set  out  above  as  to  the  accounts  of  County  Councils  generally,  will 
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therefore  apply,  except  where  otherwise  indicated.  It  may  be  added  that 
every  Borough  Council,  to  which  as  a  sanitary  authority  any  money  is  paid 
under  the  London  (Equalisation  of  Eates)  Act,  1874,  must  render  to  the 
Local  Government  Board,  in  the  form  prescribed  by  the  Board,  an  annual 
return  for  the  twelve  months  ending  the  31st  of  March,  showing  the  total 
amount  so  paid  and  the  total  amount  of  the  expenses  incurred — 

1.  Under  the  Public  Health  (London)  Act  1891 ; 

2.  In  respect  of  hghting ; 

3.  In  respect  of  streets  (sec.  1  (7)). 

Metropolitan  Borough  Councils  hold  a  somewhat  unique  position 
amongst  local  authorities,  inasmuch  as  they  levy  and  collect  the  Poor  Hate, 
which  in  every  other  part  of  the  country  is  collected  by  the  overseers.  In 
London  (excluding  the  City  of  London)  the  metropolitan  boroughs  are  the 
overseers.  There  is  no  longer  a  Poor  Eate  so  called  in  the  area  of  these 
boroughs,  the  Poor  Eate  being  levied  with  and  as  part  of  the  General  Eate. 

An  order  of  accounts  has  been  issued  to  the  metropolitan  boroughs 
regulating  their  accounts  so  far  as  the  general  rate  is  concerned.  The 
order  does  not  contain  any  provisions  respecting  the  accounts  to  be  kept  by 
the  Councils  in  respect  of  the  sums  received  from  rates  and  the  payments 
under  precept  or  transfers  to  other  accounts  made  therefrom.  Appropriate 
accounts  of  these  transactions  should  be  entered  in  the  ledgers  of  the 
Councils.  The  order  prescribes  the  form  of  Eate  Book  and  Eate  Collec- 
tion Accounts,  forms  of  General  Eate  Demand  Note,  Eate  Eeceipt  Check 
Book,  Collecting  and  Deposit  Book,  Collector's  monthly  statement,  and 
Collector's  Unpaid  Eates  Statement.  No  general  order  of  accounts  dealing 
with  the  other  accounts  of  these  boroughs  has  yet  been  issued. 

The  form  of  financial  statement  prescribed  by  the  Local  Government 
Board's  Order  of  the  30th  June  1902,  is  divided  into  9  parts : — (1)  A  State- 
ment as  to  Eeceipt  and  Allocation  of  Eates ;  (2)  General  Account  of  Eeceipts 
and  Expenditure  other  than  out  of  loans ;  (3)  Sums  received  and  expended 
under  the  Burial  Acts ;  (4)  Under  the  Baths  and  Wash-houses  Acts ;  (5) 
Under  the  Public  Libraries  Acts ;  (6)  Under  the  Electric  Lighting  Acts ; 
(7)  Eeceipts  from  and  Expenditure  out  of  Loans ;  (8)  Statement  as  to  Loans ; 
and  (9)  Summary  of  the  Eeceipts  and  Expenditure  of  the  Council. 

Urban  Disteict  Councils 

General  Accounts. — The  income  from  all  sources  of  an  Urban  District 
Council  is  paid  into  the  General  District  Fund.  The  chief  sources  of 
income  usually  are — Treasury  subventions  (paid  through  the  County 
Council),  fines  and  penalties  for  breach  of  bye-laws,  rents  of  houses 
and  lands,  gas  and  water  rates,  harbour  dues,  tolls,  loans,  and  the 
General  District  Eate.  This  rate  may  be  levied  prospectively,  to  raise 
money  for  the  payment  of  future  expenses,  or  retrospectively,  to  raise 
money  for  expenses  incurred  at  any  time  within  the  six  months  before  the 
making  of  the  rate.  It  is  the  duty  of  the  Urban  District  Council,  before 
making  a  rate,  to  cause  an  estimate  to  be  prepared  showing  the  total 
amount  required,  the  value  of  the  property  assessable,  and  the  amount  of 
the  rate  per  £.  The  incidence  of  the  General  District  Eate  differs  from  that 
of  the  Poor  Eate,  inasmuch  as  for  purposes  of  the  former  land  is  assessed 
at  one-fourth  only  of  its  fuU  rateable  value. 

Urban  Councils,  like  Town  Councils,  carry  on  undertakings  of  a  most 
diverse  and  heterogeneous  character.  In  addition  to  their  functions  as  a 
sanitary  authority,  they  conduct  commercial  undertakings  such   as  gas, 
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water,  and  electric  lighting  works,  tramways,  etc.  They  provide  and 
manage  public  libraries  and  museums,  parks,  hospitals,  markets,  fire-engines, 
and  baths  and  wash-houses,  and  discharge  duties  under  the  Sale  of  Food  and 
Drugs  Acts,  the  Bakehouses  Kegulations  Acts,  the  Allotments  Acts,  the 
Burial  Acts,  etc.,  etc.  Their  accounts  are,  therefore,  of  necessity  complex 
and  abounding  in  detail. 

The  Local  Government  Board,  on  22nd  March,  1880,  issued  a  general 
order  to  the  Local  Boards  of  the  several  Local  Government  districts 
throughout  England  and  Wales,  prescribing  the  forms  of  accounts  to  be  kept 
by  these  bodies,  so  far  as  regards  their  receipts  and  expenditure  under  the 
Public  Health  Acts.  A  similar  order  was  issued  to  Improvement  Commis- 
sioners on  8th  March,  1881.  Both  Local  Boards  and  Improvement  Com- 
missioners have  been  superseded  by  Urban  District  Councils,  by  virtue  of 
the  Local  Government  Act,  1894,  and  as  the  sphere  and  functions  of  these 
bodies  have  expanded,  the  orders  have  become  more  and  more  inadequate, 
and  most  Urban  District  Councils  have  found  it  necessary  to  supplement 
the  prescribed  books  of  accounts  by  additional  forms.  Urban  District 
Councils  are  thus  thrown  largely  upon  their  own  resources,  and  almost 
as  great  diversity  exists  in  their  methods  of  accounting  as  in  those  of 
municipal  corporations. 

It  seems  desirable  to  set  out  shortly  the  chief  provisions  of  the  orders 
referred  to  relating  to  accounting,  as  these  orders  are  still  in  force,  adding 
suggestions  where  necessary  as  to  additional  accounts  that  should  be  kept. 
The  orders  were  issued  in  pursuance  of  sec.  245  of  the  Public  Health  Act, 
1875,  which  section  provides,  that  the  accounts  of  the  receipts  and  expen- 
diture under  that  Act  of  every  local  authority  shall  be  made  up  in  such 
form  and  to  such  day  in  every  year  as  the  Local  Government  Board  may 
appoint,  and  of  sec.  5  of  the  District  Auditors  Act,  1879.  Under  the 
general  orders  referred  to,  accounts  were  to  be  made  up  and  balanced  to 
the  25th  March  in  each  year.  This  date  has  now  been  altered  to  the  31st 
of  March  in  consequence  of  the  passing  of  the  Local  Government  Act, 
1894.  The  clerk  to  the  Urban  District  Council  (this  description  will 
be  adhered  to  in  lieu  of  "  Local  Board  "  or  "  Improvement  Commissioners  " 
referred  to  in  the  orders),  or  other  officer  authorised  by  the  Council,  is 
required  to  keep  a  Minute  Book,  and  therein  enter  all  the  pecuniary  trans- 
actions of  the  Council.  He  must  also  keep  a  Ledger  containing  the  specified 
subordinate  heads,  and  any  others  that  may  be  necessary.  These  heads 
include  accounts  of  the  various  public  works  (sewage,  water-supply,  baths, 
and  wash-houses)  and  of  private  works — tramways,  water-supply,  street 
works — undertaken  by  the  Council ;  also  accounts  of  a  general  character, 
such  as  officers'  salaries,  election  expenses,  legal  expenses,  collector's  account, 
treasurer's  account,  and  invoice  account  or  tradesmen's  account.  Separate 
accounts  are  also  required  to  be  kept  in  the  Ledger,  with  reference  to  every 
loan  obtained,  under  each  of  the  following  heads,  so  far  as  applicable : — 

1.  The  treasurer  in  respect  of  his  receipts  and  payments  on  account  of 

loan. 

2.  The  lender  in  respect  of  the  advance  and  repayment  of  the  loan  and 

of  the  payment  of  interest. 

3.  The  permanent  works  for  which  the  loan  is  obtained. 

4.  The  instalments. 

5.  The  interest  on  the  loan. 

6.  The  sinking  fund. 

At  the  end  of  every  year,  or  oftener  if  directed  by  the  Council,  the 
expenditure  entered  in  the  Ledger  should  be  allocated  under  the  directions  of 
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the  Council  among  the  following  chief  accounts,  and  such  others  as  may  be 
deemed  necessary : — 

1.  District  Fund  Account. 

2.  General  District  Kate  Account. 

3.  Private  Improvement  Expenses  Account. 

4.  Water  Eate  Account. 

5.  Highway  Eate  Account. 

At  the  end  of  every  year  a  balance-sheet,  or  general  balance  account,  must 
be  entered  in  the  Ledger.  The  clerk  is  also  required  to  keep  a  Highway 
Eepairs  Expenditure  Account,  in  which  shall  be  entered  weekly,  or  at  such 
other  periods  as  the  Council  may  direct,  particulars  of  the  payments  made 
for  repairs  of  highways,  under  the  heads — (1)  Manual  labour,  (2)  Team 
labour,  (3)  Tradesmen's  bills  and  Miscellaneous.  The  keeping  of  this 
account  is,  on  application  to  the  Local  Government  Board,  dispensed  with 
on  certain  conditions  as  to  keeping  similar  detailed  accounts  in  the  Ledger. 
The  clerk  must  also  keep  an  Order  Check  Book,  which  should  contain  all 
orders  given  by  the  Council  for  stores,  repairs,  work,  etc.,  counterfoils  of  such 
orders,  and  forms  of  the  invoices  to  accompany  commodities  supplied,  or  to 
be  delivered,  when  work  is  done  for  the  Council. 

The  treasurer  of  the  Council  must  keep  an  account  of  all  moneys 
received  and  paid  by  him  on  behalf  of  the  Council.  He  should  balance 
and  sign  this  account  quarterly,  or  at  such  other  times  as  may  be  directed 
by  the  Council.  Although  the  order  only  directs  the  treasurer  to  keep  one 
account,  it  wiU  clearly  be  necessary  for  him  to  keep  subsidiary  accounts 
where  the  Council  have  large  undertakings  and  many  loan  transactions. 

By  section  8  of  the  Public  Works  Loans  Act,  1882,  the  treasurer  of  the 
Urban  Council,  or  other  local  authority  borrowing,  is  required  to  keep  a 
separate  account  of  all  advances  made  to  the  Council  by  the  Public  Works 
Loans  Commissioners  on  the  security  of  a  rate. 

The  surveyor  is  required  to  keep  (1)  a  Wages  Account,  showing  the  work 
done  and  the  wages  paid  to  labourers  employed  by  the  Council ;  (2)  a 
Stores  Account  (in  which  should  be  entered  the  quantities,  price  or  rate,  and 
cost,  of  stores  received  and  expended),  and,  if  he  receives  or  pays  any  money 
under  the  directions  of  the  Council,  he  must  keep  (3)  a  Cash  Account,  and 
use  a  General  Eeceipt  Check  Book. 

The  collector  of  the  Urban  District  Council,  or  the  clerk  where  directed 
by  the  Council,  is  required  to  keep  a  Eate  Collection  Account,  to  be  entered 
up  every  week  ;  the  collector  must  also  keep  a  Collecting  and  Deposit 
Account,  in  which  should  be  entered  up  all  sums  received  by  him  as 
collector,  or  paid  by  him  to  the  treasurer.  He  is  required,  in  the  collection 
of  every  rate,  to  use  a  Eate  Eeceipt  Check  Book,  and  for  moneys  received 
otherwise  than  as  rates,  a  General  Eeceipt  Check  Book. 

If  the  clerk  or  any  other  of&cer  of  the  Council,  except  the  treasurer  and 
collector,  shall,  under  the  directions  of  the  Council,  receive  or  pay  moneys 
on  their  behalf,  he  must  keep  a  Cash  Book. 

The  form  of  financial  statement  required  by  the  orders  of  22nd  March 
1880,  and  8th  March  1881,  to  be  prepared  and  submitted  in  duplicate  to 
the  district  auditor,  has  been  modified  by  later  orders,  that  of  18th  April 
1903  being  the  one  now  in  force. 

The  financial  statement  should  show  in  a  summary  form  the  receipts 
and  expenditure  of  the  Council  during  the  year  under  the  several  heads  of 
accounts.  The  form  is  divided  into  several  parts,  showing  the  receipts  and 
expenditure  other  than  out  of  loans,  receipts  and  expenditure  in  respect 
of  education,  a  statement  of  moneys  received  and  expended  under  the  Burial 
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Acts,  the  transactions  in  respect  of  loan  moneys  received  during  the  year, 
a  loan  statement,  showing  the  amounts  of  all  loans  received  by  the  Council, 
and  how  much  has  been  paid  off,  the  amount  of  loans  stiU  outstanding,  and 
the  amounts  paid  in  and  taken  out  of  the  Sinking  Fund,  if  any,  together 
with  a  summary  of  the  whole  of  the  receipts  and  expenditure  of  the  Council 
for  the  year. 

It  will  be  found  very  convenient  to  supplement  the  prescribed  form  of 
financial  statement  with  a  statement  showing  the  assets  and  liabilities  of 
the  Council  at  the  end  of  the  financial  year. 

The  orders  above  referred  to  do  not  prescribe  any  form  of  rate,  as  by 
section  222  of  the  Public  Health  Act,  1875,  all  rates  made  or  collected  imder 
that  Act  shall  be  made  in  such  manner  and  form  and  be  collected  by  such 
persons,  and  either  together  or  separately,  or  with  any  other  rate  or  tax,  as 
the  urban  authority  may  from  time  to  time  appoint. 

The  Minute  Book  of  the  Council  should  as  a  rule  contain  particulars  of 
all  payments  made  on  behalf  of  the  Council.  Where,  however,  the  financial 
transactions  are  very  numerous,  it  will  be  found  convenient  to  dispense 
with  the  entry  of  details  in  the  Council  Minute  Book,  and,  provided  that 
such  transactions  are  adopted  by  the  Council,  the  Finance  Committee's 
Minute  Book  may,  on  approval  of  the  Local  Government  Board,  be  allowed 
to  form  the  basis  for  entries  in  the  Ledger. 

The  General  Invoice  Account  Book,  which  will  usually  be  kept,  should  be 
entered  up  before  each  meeting  of  the  Finance  Committee  from  the  order 
books,  and  the  books  of  the  surveyors  and  the  managers  of  gas-works,  water- 
works, and  other  undertakings.  The  entries  in  this  book  should  then  be 
passed  through  the  Minute  Book  and  posted  to  the  General  Ledger,  debiting 
the  various  impersonal  accounts  or  services  for  which  the  goods  have  been 
obtained,  and  crediting  the  various  tradesmen  who  have  supplied  the 
goods,  etc.  In  large  districts  it  will  be  found  convenient  for  the  surveyor 
to  keep  a  Day  Book,  or  what  is  more  properly  called  a  Goods  Keceipt  Book. 
This  should  show  the  dates  of  the  delivery  of  goods,  etc.,  the  amount  of  the 
invoices,  with  the  name  and  description  of  the  tradesmen,  and  the  account 
to  which  each  item  is  to  be  charged.  A  similar  book  should  be  kept  by  the 
managers  of  the  gas-works,  the  water- works,  and  other  undertakings  of  the 
Council.  A  Stores  Expenditure  Account  should  also  be  kept,  showing  how 
the  goods  received  are  disposed  of;  and  where  there  is  a  storeyard,  an 
account  of  the  goods  received  and  taken  out  of  the  yard  should  also  be  kept. 
A  Eequisition  Book  should  be  kept  by  each  executive  ofificer  showing 
what  stores  or  goods  are  required,  the  place  where  such  articles  are  to  be 
delivered,  etc.  The  approval  of  the  Council  will  be  a  preliminary  to  the 
issue  of  orders  from  the  Order  Check  Book  to  the  several  tradesmen  to 
comply  with  these  requisitions. 

Education  Accounts. — The  Accounts  under  the  Education  Act,  1902,  of 
urban  district  councils  which  are  Local  Education  Authorities  are  subject 
to  the  same  statutory  provisions  as  the  other  accounts  of  these  Councils, 
with  regard  to  the  form  in  which  they  are  kept,  the  date  to  which  they  are 
made  up  and  balanced,  and  the  audit  by  the  district  auditors. 

Under  section  18  (1)  of  the  Act,  the  expenses  of  an  urban  district 
council  under  the  Act,  so  far  as  not  otherwise  provided  for,  are  to  be  paid 
out  of  a  fund  to  be  raised  from  the  poor  rate  of  the  parish  or  parishes  com- 
prised in  the  district,  according  to  the  assessable  value  of  each  parish ;  and 
the  Council,  for  the  purpose  of  obtaining  payment  of  such  expenses,  have 
the  same  power  as  a  board  of  guardians  have  for  the  purpose  of  obtaining 
contributions  to  their  common  fund. 
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The  Local  Government  Board  have  not  prescribed  in  detail  forms  of 
accounts  to  be  kept  by  urban  district  councils  in  respect  of  their  trans- 
actions as  Local  Education  Authorities.  Such  accounts,  however,  should 
be  distinguished  from  the  other  accounts  of  the  Council ;  and,  where  the 
Council  spend  money  under  section  3  of  the  Act,  the  receipts  and  expendi- 
ture in  respect  of  higher  and  elementary  education  respectively,  should  be 
separately  shown. 

(See  also  observations  under  the  head  of  "  County  Councils  " — Education 
Accounts — which  apply  for  the  most  part  to  Urban  District  Councils.) 

Accounts  of  Gas,  Water,  and  Electric  Lighting  Undertakings,  and  Loan 
and  Stock  Accounts. — See  remarks  as  to  these  under  "  Municipal  Accounts." 

Accounts  of  Kural  District  Councils. — It  is  provided  by  sec.  58 
of  the  Local  Government  Act,  1894,  that  the  accounts  of  District  Councils 
shall  be  made  up  in  such  form  as  the  Local  Government  Board  prescribe. 
No  order  as  to  the  form  in  which  Eural  District  Councils  should  keep  their 
accounts  has  yet  been  issued.  In  a  circular  letter,  however,  dated  24th 
December,  1894,  the  Local  Government  Board  stated  that  these  Councils, 
should  keep  their  accounts  in  the  form  adopted  by  Eural  Sanitary 
Authorities  (the  predecessors  of  the  Councils),  pending  the  issue  of  an 
Order  of  Accounts.  As  a  rule  the  accounts  of  Kural  District  Councils 
follow  very  much  the  same  lines  as  those  of  Urban  District  Councils  so  far 
as  applicable. 

The  expenses  incurred  by  a  rural  authority  under  the  Public  Health 
Act,  1875,  are  required  by  sec.  229  of  that  Act  to  be  divided  into  general 
expenses  and  special  expenses.  "  General  expenses "  include  highway 
expenses,  the  expenses  of  the  estabhshment  and  officers  of  the  authority, 
the  expenses  in  relation  to  disinfection,  providing  conveyances  for  infected 
persons,  and  all  other  expenses  not  determined  by  the  Act,  or  by  order  of 
the  Local  Government  Board,  to  be  special  expenses. 

"  Special  expenses  "  are  the  expenses  of  constructing,  maintaining,  etc., 
sewers,  and  providing  a  water-supply  in  any  contributory  place  within  their 
district,  and  all  other  expenses  of  the  authority  which  are  incurred  in 
respect  of  any  such  contributory  place,  and  determined  by  order  of  the 
Local  Government  Board  to  be  special  expenses. 

General  expenses  are  payable  out  of  the  common  fund  raised  with  the 
Poor  Kate  of  the  parishes  in  the  district  according  to  the  rateable  value  of 
each  contributory  place.  Special  expenses  are  a  separate  charge  on  each 
contributory  place. 

This  distinction  will,  of  course,  largely  determine  the  system  of  accounting 
to  be  followed. 

A  form  of  financial  statement  to  be  submitted  to  the  auditor  at  each 
half-yearly  audit,  and  subsequently  sent  with  his  certificate  thereon  to  the 
Local  Government  Board,  has  been  prescribed  by  order  of  that  body,  dated 
4th  October,  1899.  A  careful  study  of  this  statement  will  be  the  best 
means  of  ascertaining  what  forms  and  classification  of  accounts  are  required 
by  Kural  Councils. 

Accounts  of  Parish  Councils  and  Parish  Meetings. — A  form  of 
financial  statement  has  been  prescribed  for  Parish  Councils  and  Parish 
Meetings ;  otherwise  these  authorities  may  keep  their  accounts  in  whatever 
form  they  please.  The  accounts  of  these  bodies  are  not  large,  and  it  is  not, 
therefore,  likely  that  the  central  authority  will  issue  an  Order  of  Accounts 
prescribing  regulations  and  forms.  Out  of  about  six  thousand  Parish  Meet- 
ings only  some  five  hundred  have  accounts.  The  expenditure  of  Parish 
Councils  would  seem  to  be  slightly  decreasing  each  year.      Their  large 
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general  powers  are  circumscribed,  so  far  as  their  ordinary  expenditure  is 
concerned,  by  a  rate  Umit.  They  have  power  to  adopt  the  Public  Libraries 
Acts,  the  Baths  and  Wash-houses  Acts,  the  Burials  Acts,  the  Public  Improve- 
ment Acts,  and  the  Watching  and  Lighting  Acts ;  and  the  receipts  and 
expenditure  under  each  of  these  adoptive  Acts  must  be  kept  separate  from 
the  other  accounts  of  the  Parish  Council. 

Account  of  Port  Sanitary  Authorities,  Joint  Hospital,  Water, 
AND  Cemetery  Boards  or  Committees. — Various  orders  have  been  issued 
by  the  Local  Government  Board  as  to  the  forms  of  accounts  and  financial 
statements  of  Port  Sanitary  Authorities,  Joint  Hospital,  Water,  and 
Cemetery  Boards  or  Committees,  and  other  such  local  authorities.  The 
accounts  prescribed  by  these  orders  are  as  a  rule  restricted  to  the  keeping 
of  a  minute  book,  a  general  ledger,  and  a  treasurer's  account,  with 
directions  as  to  the  date  of  making  up  the  accounts.  For  details  of  these 
the  respective  orders  affecting  them  should  be  consulted. 

Poor  Law  Accounts  and  Accounts  of  Overseers,  etc. — The  Poor 
Law  (now  Local  Government)  Board,  by  their  General  Order  for  Accounts, 
dated  14th  January,  1867,  prescribed  the  forms  and  regulations  to  be 
observed  in  connection  with  the  accounts  of  the  Guardians  of  Unions  and 
their  ojfficers,  and  the  overseers  of  parishes.  The  order,  however,  reserved  a 
power  in  the  Board  to  assent  to  departures  from  any  of  the  regulations 
prescribed.  This  power  has  been  freely  exercised  from  time  to  time.  The 
general  order  applies  to  most  of  the  Unions  throughout  England  and  Wales. 
Various  separate  orders,  however,  have  been  issued  in  almost  identical 
terms  to  almost  all  the  remaining  Unions,  or  parishes  which  are  constituted 
distinct  Unions. 

Parochial  Accounts. — The  overseers  (excluding  parishes  in  Metropolitan 
Boroughs)  have  the  important  duty  of  levying  and  collecting  the  Poor  Eate 
in  their  respective  parishes.  The  Poor  Eate  includes  sums  required  to 
meet  the  precepts  in  respect  of  relief  of  the  poor,  and  other  expenses  of 
Boards  of  Guardians,  county  contributions  (including  education  expenses) 
of  the  County  Council,  the  expenses  of  Kural  District  Councils  (including 
highway  expenses),  the  Borough  Rate  (including  education  expenses  of  the 
Borough),  the  expenses  of  Parish  Councils  or  Parish  Meetings  (including 
the  expenses  of  Adoptive  Acts),  and  the  expenses  of  the  overseers. 

The  Order  for  Accounts  requires  the  overseers  of  every  parish  to  keep  a 
Poor  Rate  Book,  containing  particulars  of  the  assessment  and  collection  of 
the  Poor  Eate  of  the  parish ;  also  a  book  of  Receipts  and  Payments,  at  the 
foot  of  which  account  there  is  to  be  inserted  before  each  audit  a  "  memo- 
randum "  showing  the  date  of  the  rate,  the  amount  in  the  £,  the  arrears 
brought  forward,  amount  legally  excused,  amount  not  recoverable,  amount 
collected,  and  the  balance.  They  must  make  out  in  duplicate,  in  the  form 
prescribed,  by  the  General  Order  of  the  8th  September,  1903,  an  abstract 
of  the  receipts  and  payments  for  each  half-year.  This  should  contain 
the  total  amount  of  each  class  of  the  overseers'  receipts  and  payments  for 
the  half-year,  arranged  in  the  order  and  under  the  heads  indicated  in 
the  form.  The  abstract  should  be  signed  and  delivered  to  the  district 
auditor,  to  be  examined  and  signed  by  him.  One  of  these  duplicates  is 
to  be  delivered  to  the  clerk  to  the  Guardians,  the  other  should  be  laid 
before  the  next  meeting  of  the  Parish  Council,  Meeting,  Vestry,  Borough 
or  Urban  District  Council,  as  the  case  may  be.  It  should  be  preserved 
amongst  other  parochial  documents,  and  be  open  to  the  inspection  of  the 
ratepayers.  The  overseers,  whenever  required  so  to  do  by  the  district 
auditor  or  by  the  Local  Government  Board,  must  make  out  a  terrier  of  the 
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lands  and  tenements,  and  an  inventory  of  the  stock,  money,  goods,  etc., 
belonging  to  the  parish. 

The  collector  of  the  parish  is  required  to  keep  a  Eate  Eeceipt  Check 
Book  and  Demand  Note  Book  in  the  form  prescribed  by  the  General  Order 
of  the  13th  April,  1897.  Before  proceeding  to  collect  any  rate  he 
must  prepare  receipts,  and  properly  fill  in  the  same  with  the  names  of  the 
several  ratepayers  and  the  sum  to  be  collected  from  each,  and  submit  his 
book  so  filled  up  to  the  overseer.  In  many  instances,  however,  the  Local 
Government  Board  have  assented  to  departures  from  this  rule,  so  that 
instead  of  filling  up  the  receipts  beforehand  the  collector  is  enabled  to  fill 
them  up  at  the  time  the  rates  are  received,  and  is  entitled  to  give  a  receipt 
from  the  book,  not  only  for  the  amount  of  the  rate,  but  for  any  portion 
thereof,  on  what  is  generally  known  as  the  printed  consecutive  number 
system.  Where  this  system  is  in  force  the  demand  notes  are  not  printed 
in  the  same  book  as  the  rate  receipts. 

Every  week  the  collector  must  pay  over  the  money  in  his  hands  belong- 
ing to  the  parish  whenever  the  amount  exceeds  £5,  or  as  often  as  the  sums 
in  his  hands  exceed  £50,  to  the  overseers'  banker,  or  to  the  treasurer  of  the 
Union.  As  a  rule  an  overseers'  banking  account  is  opened  in  the  parish. 
In  this  account  the  collector  deposits  the  money  collected.  The  account 
should  be  opened  in  the  individual  names  of  the  overseers,  and  the  Pass 
Book  retained  in  their  custody. 

The  collector  must  also  keep  a  Collecting  and  Deposit  Account,  in  which 
should  be  entered  the  sums  received  and  deposited  by  him.  The  overseer 
must  enter  his  initials  against  every  sum  stated  to  be  deposited  with  him 
which  he  receives.  The  collector  is  also  required  to  keep  a  Monthly 
Statement  Book,  showing  the  amount  of  rates  collected  during  the  month, 
the  amount  irrecoverable,  and  the  amount  remaining  to  be  collected.  A  copy 
of  this  statement  is  to  be  sent  to  one  of  the  overseers  and  to  the  Guardians, 
and  these  copies  should  be  produced  to  the  district  auditor  at  his  audit. 

Previous  to  each  audit  the  collector  should  make  out  an  unpaid  rates 
statement,  and,  after  submitting  it  to  one  of  the  overseers  for  signature, 
should  produce  the  same  at  the  audit.  From  this  the  auditor  can  ascertain 
what  amount  of  rates  has  been  lost  through  neglect  or  otherwise.  The 
responsibility  of  overseers  for  the  rates  is  not  diminished  by  the  appoint- 
ment of  a  collector  or  assistant  overseer,  whom  they  have  the  power  of 
controlling ;  and  the  auditor  is  empowered  to  charge  them  for  any  money 
which  may  be  lost  through  their  neglect  (7  &  8  Vict.  c.  101,  sec.  32). 

The  overseers  of  each  parish,  and  every  collector  acting  for  any  parish, 
are  required,  by  the  General  Order  of  the  8th  September,  1903,  to  make  up 
and  balance  to  the  31st  of  March  and  the  30th  of  September  in  each  year, 
all  such  books  as  they  must,  by  7  &  8  Vict.  c.  101,  deposit  seven  clear  days 
before  the  day  fixed  for  the  audit,  for  the  inspection  of  the  ratepayers  at 
some  house  in  the  parish. 

Overseers'  Non-Poor  Bate  Accounts. — Overseers  must  keep  accounts 
also  of  any  special  rates  other  than  Poor  Bates  collected  by  them.  The  Local 
Government  Board  by  their  order  of  the  20th  of  March,  1879,  issued  in 
pursuance  of  sec.  37  of  39  &  40  Vict.  c.  61,  have  prescribed  forms  of  accounts 
to  be  kept  in  respect  of  the  special  rates  referred  to  in  that  section,  e.g. 
rates  under  the  Lighting  and  Watching  Act,  1833.  The  provisions  of  this 
order  follow  closely  those  of  the  General  Order  for  Accounts,  so  far  as  that 
order  deals  with  the  accounts  of  overseers.  An  Order  for  Accounts  has  not 
been  issued  in  respect  of  the  Special  Expenses  Eate  (commonly  called  the 
Special  Sanitary  Eate).  The  accounts  of  such  rate  must  be  kept  separate 
VOL.  V  26 
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from  the  Poor  Rate,  and  should  follow  as  nearly  as  possible  the  General 
Order  for  Accounts  of  the  Poor  Eate.  Neither  the  lighting  Rate  nor  the 
Special  Expenses  Rate  can  be  paid  out  of  the  Poor  Rate,  as  the  incidence 
of  each  differs  from  that  of  the  Poor  Rate.  In  the  case  of  the  Lighting 
Rate,  the  rate  on  houses  is  three  times  greater  than  that  on  land,  and  in 
the  Special  Expenses  Rate,  land  is  assessed  at  one-fourth  of  its  rateable 
value.  In  parishes  where  a  Lighting  Rate  or  Special  Expenses  Rate,  or 
both  rates,  are  levied,  and  the  rates  are  made  at  or  about  the  same  time,  it 
will  be  found  that  by  using  combined  forms  of  Rate  Book,  Rate  Receipt 
Book,  Collecting  and  Deposit  Book,  and  Monthly  Statement,  a  great 
amount  of  labour  is  saved.  For  example,  in  the  Rate  Book  the  first  seven 
columns  in  the  prescribed  form  would  be  common  to  both  rates.  Assent 
to  the  proposed  combined  forms  must  be  obtained  from  the  Local  Govern- 
ment Board,  but  this  is  readily  granted  where  the  forms  are  suitable. 

In  urban  parishes,  where  the  Urban  District  Council  or  the  Town 
Council  have  had  conferred  on  them  the  power  of  appointing  assistant 
overseers  under  sec.  33  of  the  Local  Government  Act,  1894,  and  the  same 
person  collects  both  the  Poor  Rate  and  the  General  District  Rate,  the  Local 
Government  Board  have  also,  on  application  from  the  overseers  and  the 
urban  authority,  sanctioned  in  many  instances  similar  combined  forms  for 
the  Poor  and  General  District  Rates. 

Verification  of  Accounts. — Outgoing  overseers  must,  within  fourteen 
days  after  their  successors  have  been  appointed,  deliver  to  such  a  true 
account  in  writing  fairly  entered  in  a  book  or  books  kept  for  the  purpose, 
and  duly  signed  by  the  overseers  (and  churchwardens,  if  they  still  act), 
of  all  moneys  received  by  them,  or  rated,  or  assessed,  and  not  received, 
and  also  of  all  goods  and  chattels  in  their  hands  or  in  the  hands  of  other 
persons  on  their  behalf  (17  George  II.  c.  38,  sec.  1).  They  must  also  pay 
and  deliver  over  all  sums  of  money,  goods,  etc.,  in  their  hands  to  their 
successors.  The  accounts  must  be  verified  on  oath  before  a  Justice  of  the 
Peace  (ihid.). 

General  Accounts  of  the  Union.  —  The  clerk  to  the  Guardians  is 
required  by  the  General  Order  for  Accounts  to  keep  a  Minute  Book,  in 
which  shall  be  entered  all  the  pecuniary  transactions  of  the  Board  of 
Guardians ;  also  a  General  Ledger,  in  which  shall  be  entered  and  posted  up 
the  various  transactions  relating  to  the  receipt  and  payment  of  money, 
and  the  supply  of  goods,  provisions,  and  necessaries  on  behalf  of  the  union 
under  the  heads  :  In  maintenance,  Out-Relief,  Non-Resident  Poor  Account, 
Non-Settled  Poor  Account,  Relief  declared  on  Loan,  County  Rate,  Rations 
Account,  Buildings  and  Repairs  Account,  Workhouse  Loans  Account, 
Furniture  and  Property  Account,  Parish  Property  Account,  Invoice 
Account,  Collector's  Account,  Treasurer's  Account,  General  or  Common 
Fund  Account,  etc.  and,  finally,  General  Balance.  Each  entry  should 
contain  a  reference  to  its  corresponding  credit  or  debit  in  the  Ledger,  and 
to  the  folio  in  the  Minute  Book  in  which  the  transaction  is  recorded.  An 
account  must  also  be  kept  in  the  Ledger,  or  in  a  separate  Ledger  called  the 
Parochial  Ledger,  with  every  parish  in  the  Union. 

The  clerk  is  also  required  to  keep  the  Relief  Order  Book,  in  which  shall 
be  entered  the  names  of  applicants  for  relief,  with  a  minute  of  the  order 
made  as  to  the  application  ;  the  Order  Check  Book,  containing  all  orders 
given  by  the  Guardians  for  provisions,  stores,  repairs,  and  forms  of  invoices 
to  accompany  commodities  supplied  or  to  be  delivered  when  work  is  done ; 
the  Pauper  Classification  Book  showing  the  number  of  persons  of  each  claes 
relieved  during  the  half-year ;  and  the  Petty  Cash  Book, 
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The  treasurer  of  the  Guardians  is  required  to  keep  a  Cash  Book,  contain- 
ing an  account  of  all  moneys  received  and  paid  by  him  on  account  of  the 
Guardians. 

The  master  of  the  workhouse  has  to  keep  numerous  books  both  for 
administrative  and  account  purposes;  the  latter  comprise  the  following 
books  of  account : — An  Inventory  of  all  the  fixtures,  furniture,  and  other 
effects  in  the  workhouse,  and  every  particular  relating  to  the  use,  sale,  or 
disposal  thereof ;  a  Day  Book,  containing  the  amounts  of  the  invoices  of 
all  goods  delivered,  and  of  bills  for  all  work  done  at  the  workhouse ;  an 
account  of  Eeceipts  and  Payments,  to  be  balanced  monthly;  a  Keceipt 
Check  Book ;  a  quarterly  summary  of  the  Day  Book  ;  and  various  other 
accounts  of  clothing,  provisions,  materials,  etc.,  received  by  him  and  used 
for  workhouse  purposes.  The  keeping  of  these  accounts  by  the  workhouse 
master  has  been  found  in  practice  to  involve  great  labour,  and  a  depart- 
mental committee  of  the  Local  Government  Board  was  appointed  some  time 
ago  to  consider  how  the  workhouse  accounts  might  be  simplified.  Their 
report  was  issued  in  1902. 

The  relieving  officer  is  required  to  keep  the  following  books  and 
accounts  : — The  Application  and  Keport  Book,  in  which  the  relieving  officer 
is  to  enter  particulars  as  to  the  appKcations  for  relief.  The  direction  of  the 
guardians  in  regard  to  such  applications  should  be  inserted  at  the  meeting 
by  the  clerk.  The  Outdoor  Eelief  List,  in  which  should  be  entered  the 
amount  of  relief  in  money  and  the  value  of  the  relief  in  kind  given  to  each 
pauper  in  each  week ;  the  Outdoor  Eelief  List  for  Vagrants,  in  which  should 
be  entered  the  relief  in  money  and  in  kind  given  by  him  to  every  person 
relieved  by  him  as  a  vagrant  or  casual  pauper ;  the  total  expenditure  for 
each  week  must  be  entered  under  the  corresponding  week  in  the  Outdoor 
Eelief  List ;  the  Eeceipt  and  Expenditure  Book,  containing  an  account  of 
all  moneys  received  and  disbursed  by  the  relieving  officer,  of  all  tickets 
or  orders  for  relief  in  kind  issued  by  him,  and  also  of  all  articles  received 
and  given  out  by  him  for  the  relief  of  the  outdoor  poor  in  each  parish  in 
his  district.  This  account  should  be  balanced  weekly,  and  should  contain  at 
the  end  of  every  quarter's  account  a  summary  of  receipts  and  payments  for 
the  quarter. 

Every  collector  of  the  Guardians  is  required  to  keep  an  account  of  all 
sums  received  or  paid  by  him.  A  receipt  in  the  form  prescribed  is  to  be 
given  by  him  in  respect  of  all  moneys  received  by  him.  It  is  advisable  that 
an  account  also  of  the  sums  assigned  to  the  collector  for  collection  should 
be  kept  by  the  clerk  to  the  Guardians,  and  an  efficient  examination  be  made 
by  him  from  time  to  time  as  to  the  progress  of  the  collection  and  also  as  to 
the  prompt  payment  to  the  treasurer  of  the  amounts  collected. 

Examination  and  Closing  of  Accounts. — Previous  to  every  ordinary 
meeting  of  the  Board  of  Guardians,  the  clerk  is  required  to  examine  with 
the  vouchers  the  master's  Day  Book  and  Eeceipt  and  Payment  Account, 
also  the  relieving  officer's  Eelief  List  and  Eeceipt  and  Expenditure  Book, 
and  report  to  the  Guardians  the  result  of  such  examination. 

All  the  accounts  of  the  Union  are  to  be  closed  half-yearly  on  the  25th 
of  March  and  the  29th  of  September,  when  such  days  occur  at  the  end  of 
the  week  established  by  the  Union,  and  at  other  times  at  the  end  of  such 
week  first  completed  after  such  dates. 

At  the  close  of  each  half-year  the  clerk  is  required  to  prepare  a  financial 
statement  in  the  form  prescribed,  showing  the  account  of  the  receipts  and 
expenditure  of  the  Union  for  the  last  half-year,  together  with  the  then  out- 
standing liabilities.     The  statement  should  be  submitted  to  the  auditor. 
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(This  form  of  financial  statement  is  not,  however,  now  generally  kept.) 
In  addition  to  this,  another  and  more  elaborate  form  of  financial  statement 
has  been  prescribed  by  the  Local  Government  Board,  in  pursuance  of 
sec.  3  of  the  District  Auditors  Act,  1879,  by  their  orders  dated  28th  of 
April  (for  Metropolitan  Unions)  and  12th  of  December  1890  (for  Metro- 
politan Unions  and  Parishes).  These  orders  also  require  the  clerk  to  the 
Guardians  to  prepare  at  the  close  of  each  year  ending  Ladyday,  a  Loan 
Account,  and  transmit  the  same  to  the  Local  Government  Board,  together 
with  a  stamped  duplicate  of  the  statutory  financial  statement  certified  at 
the  audit. 

Various  orders  have  from  time  to  time  been  issued  by  the  Local  Govern- 
ment Board  prescribing  forms  and  regulations  for  the  accounts  of  Poor  Law 
Infirmaries  administered  separately  from  the  workhouse,  "  Cottage "  and 
"  Scattered  "  homes  for  pauper  children,  and  for  the  accounts  of  Poor  Law 
authorities  other  than  Boards  of  Guardians,  such  as  the  managers  of  the 
Metropolitan  Asylum  District  and  the  managers  of  District  Pauper  Schools. 
These  it  is  unnecessary  to  further  refer  to.  They  generally  follow  the  lines 
of  the  General  Order  for  Accounts  as  above  explained. 

Eeference  may  be  made  here  to  an  important  statutory  provision  which 
bears  indirectly  on  the  subject  of  accounting.  By  sec.  1  of  the  Poor 
Law  (Payment  of  Debts)  Act,  1859,  all  debts,  claims,  or  demands  against 
Guardians  must  be  paid  within  the  half-year  in  which  they  shall  have 
been  incurred  or  become  due,  or  within  three  months  after  such  half- 
year,  but  not  afterwards.  The  Local  Government  Board  may,  however, 
extend  the  time  for  a  period  not  exceeding  twelve  months  after  the  date  of 
such  debt,  claim,  or  demand. 

The  District  Auditors. — The  District  Auditors  Act,  1879,  empowers 
the  Local  Government  Board  to  appoint  district  auditors,  and  assign  to  them 
their  districts ;  their  remuneration  and  expenses  are  paid  out  of  moneys 
voted  by  Parliament.  To  recoup  the  Exchequer,  and  in  lieu  of  the  amount 
formerly  paid  out  of  local  rates,  an  equivalent  sum  is  raised  by  means  of 
stamps  affixed  to  the  financial  statement  which  each  local  authority,  whose 
accounts  are  subject  to  Government  audit,  is  required  to  submit  to  the 
district  auditor  at  his  audit.  The  Local  Government  Board  have  divided 
the  whole  of  England  and  Wales  into  fifty  audit  districts.  The  area 
outside  the  metropolis  is  divided  into  forty-one  provincial  districts  (exclud- 
ing the  accounts  of  County  Councils  and  Visiting  Committees  of  County 
Asylums),  and  six  districts  for  the  audit  of  the  accounts  of  County  Councils 
and  Visiting  Committees.  The  metropolis  is  divided  into  three  districts, 
comprising  the  accounts  of  the  following  authorities: — (1)  The  London 
County  Council  and  the  Visiting  Committee  of  the  County  Lunatic  Asylums. 
(2)  The  Poor  Law  authorities,  the  Metropolitan  Asylum  Board,  and  the 
Managers  of  the  Sick  Asylum  District.  (3)  The  Metropolitan  Borough 
Councils. 

To  each  of  these  districts  an  auditor  is  assigned,  with  a  salary  ranging 
from  £500  to  £800  per  annum.  In  addition  to  these,  the  Local  Govern- 
ment Board  have  power  to  appoint  seven  assistant  auditors  (though  only  six 
have  actually  been  appointed),  with  salaries  from  £300  rising  by  annual 
increments  of  £15  to  £450.  To  each  auditor  one  or  two  clerks  are  assigned. 
The  employment  of  eighty-nine  clerks  in  all  has  been  sanctioned  by  the 
Treasury,  with  salaries  ranging  from  £70  to  £200  per  annum.  Travelling 
and  subsistence  allowances  are  made  to  auditors  and  their  clerks.  The 
appointment  of  auditors  and  assistant  auditors  lies  with  the  President  of 
the  Local  Government  Board,  and  is  at  present  entirely  one  of  patronage. 
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No  definite  qualifications  for  the  post  have  been  prescribed,  but  it  is  under- 
stood that  the  standing  of  a  chartered  accountant  or  member  of  the 
Incorporated  Society  of  Accountants  and  Auditors,  barrister,  or  solicitor, 
a  course  of  training  with  a  district  auditor,  or  service  under  the  Local 
Government  Board,  shall  be  recognised  as  the  necessary  training  for  an 
assistant  auditor.  The  appointment  and  dismissal  of  clerks  rests  with  the 
auditors.  The  clerks  are  not  civil  servants,  and  are  not  therefore  entitled 
to  pensions.  Separate  districts  are  assigned  to  each  auditor ;  their  place  of 
residence  is  fixed  by  the  Local  Government  Board,  and  they  must  devote 
the  whole  of  their  time  to  the  duties  of  their  office. 

It  is  the  duty  of  the  district  auditors  to  audit  the  accounts  of  the 
following  local  authorities  : — County  Councils,  Visiting  Committees  of 
Lunatic  Asylums,  Town  Councils  (in  respect  of  Education  Accounts), 
Metropolitan  Borough  Councils,  Guardians  of  the  Poor,  Overseers  of  the 
Poor,  Managers  of  Sick  Asylums,  Managers  of  School  Districts,  Urban 
District  Councils,  Kural  District  Councils,  Port  Sanitary  Authorities, 
Parish  Councils  and  Meetings,  Joint  Boards,  Joint  Committees  of 
Authorities,  and  the  several  other  authorities  for  the  time  being  where 
accounts  are  or  may  be  by  law  subject  to  be  audited  by  a  district  auditor. 

The  accounts  (other  than  those  relating  to  education)  of  Municipal 
Corporations,  excluding  Metropolitan  Boroughs,  are  still  subject  to  the 
audit  of  elective  auditors  and  the  mayor's  auditor,  appointed  under  the 
Municipal  Corporations  Act,  1882,  excepting  the  boroughs  of  Southend-on- 
Sea,  Tunbridge  Wells,  and  Bournemouth,  the  accounts  of  which  are  subject 
to  audit  by  the  district  auditor,  pursuant  to  the  provisions  of  local  Acts. 

The  district  auditor  is  required  to  audit  the  accounts  made  subject  to 
his  audit  according  to  the  provisions  of  the  several  statutes  relating 
thereto,  and  of  the  orders  issued  by  competent  authority,  and  to  perform  all 
such  duties  and  exercise  all  such  powers  in  connection  with  the  audit  of 
such  accounts  as  are  prescribed  and  conferred  by  these  statutes  and  orders. 
Where  accounts  are  subject  to  audit  by  a  district  auditor,  the  Local 
Government  Board  may  make  regulations  as  to  the  form  of  keeping  the 
accounts  of  the  local  authority  and  their  officers,  the  date  to  which  they 
are  to  be  made  up,  and  the  mode  of  conducting  the  audit  (District 
Auditors  Act,  1879,  sec,  5).  The  local  authority  must  prepare  and  submit 
to  the  auditor  at  every  audit  a  financial  statement  in  the  form  prescribed 
by  the  Local  Government  Board,  to  which  must  be  affixed  the  stamp 
required  by  the  District  Auditors  Act.  The  Auditor,  at  the  conclusion  of 
the  audit,  cancels  the  stamp,  and  certifies,  in  the  prescribed  form,  the  amount 
of  the  expenditure  audited  and  allowed ;  and,  further,  that  the  regulations 
of  the  Board  have  been  duly  complied  with,  and  that  he  has  ascertained  by 
the  audit  the  correctness  of  such  statement.  He  must  forthwith  send  the 
Financial  Statement,  so  stamped  and  certified,  to  the  Local  Government 
Board.  The  scale  of  stamp  duties  payable  by  local  authorities  (other  than 
County  Councils)  in  pursuance  of  the  above  provision  is  as  follows : — 


Where  the  Total  Expenditure  comprised 
in  the  Financial  Statement  is 
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Where  the  Total  Expenditure  comprised 
in  the  Fiuancial  Statement  is 


The  Sum  shall  be 


Under  £5,000  „  £10,000 £10 

10,000  „  20,000 16 

20,000  „  50,000 20 

60,000  „  100,000 30 

100,000  „  and  upwards     .         .         .         .50 

For  the  purpose  of  this  schedule  the  expenditure  comprised  in  the  Financial  State- 
ment is  exclusive  of  any  sum  paid  to  another  local  authority  in  pursuance  of  a 
precept.  «■ 

This  scale  has  heen  modified  in  respect  of  the  audit  of  the  accounts  of 
County  Councils,  of  Visiting  Committees  of  County  Asylums ;  of  Metro- 
politan Borough  Councils,  and  of  Local  Education  Authorities,  by  the 
provisions  of  the  Local  Government  Act,  1888,  as  follows : — 


Where  the  Total  Expenditure  comprised 
in  the  Financial  Statement  is 

£100,000  and  under  £150,000 
150,000         „  200,000 

200,000  and  upwards  . 


The  Sum  shall  be 

.        £50 
60 


15 


in     addition    for 

every  £50,000 

or  part  thereof 


The  accounts  of  the  receipt  and  expenditure  of  most  local  authorities 
are  audited  and  examined  yearly  as  soon  as  can  be  after  the  31st  of 
March.  The  accounts  of  Boards  of  Guardians,  Overseers,  and  Kural  District 
Councils,  however,  are  audited  half-yearly.  In  the  case  of  Poor  Law 
authorities  the  Local  Government  Board  are  empowered  to  authorise  a 
district  auditor  to  hold  an  extraordinary  audit  of  the  accounts  of  the 
authority,  or  of  any  particular  officer  of  such  authority  for  a  shorter  period 
than  six  months.  Only  three  days'  notice  of  such  audit  is  required  to 
be  given  by  the  auditor ;  a  financial  statement  need  not  be  made  out  in 
respect  of  such  audit.  The  power  of  ordering  an  extraordinary  audit  does 
not  appear  to  apply  to  the  accounts  of  authorities  other  than  those  which 
are  under  the  Poor  Law  regulations. 

EuLES  AND  Eegulations  APPLICABLE  TO  AuDiT. — The  following  rules 
and  regulations  as  to  the  audit  of  accounts  are  set  out  mainly  with  refer- 
ence to  the  audit  of  Poor  Law  Union  accounts ;  but  it  must  be  understood 
that  they  apply  also,  with  slight  modifications,  to  the  accounts  of  Kural  and 
Urban  District  Councils,  County  Councils,  and  local  authorities  generally 
whose  accounts  are  subject  to  audit  by  a  district  auditor. 

Preliminaries  to  the  Audit. — The  auditor  must  give  the  clerk  to  the 
Guardians  fourteen  days'  notice  in  writing  of  the  time  and  place  of  the 
audit  of  the  Union  accounts,  and  must  advertise  the  same  in  some  news- 
paper circulating  in  the  county  (11  &  12  Vict.  c.  91,  sec.  7).  Urban  and 
Kural  District  Councils  must  themselves  advertise  the  necessary  notice  of 
audit.  The  overseers  and  every  collector  or  assistant  overseer  acting 
for  a  parish  must,  seven  days  at  least  before  the  day  fixed  for  the 
audit,  cause  their  rate  books  and  other  accounts  to  be  made  up  and 
balanced,  and  deposited  at  some  house  within  the  parish.  Three 
clear  days  before  the  audit  the  clerk  to  the  Guardians  must  deposit  the 
half-yearly  statement  of  the  accounts  of  the  Union,  together  with 
the  Kelief  Order  Book  and  the  Ledger,  in  the  board-room  of  the 
Union ;  he  shall  permit  such  statement,  book,  and  Ledger  to  be  inspected, 
examined,  or  copied  by  any  ratepayer  or  owner  of  property  in  the  Union 
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previous  to  the  day  appointed  for  the  audit.  Eegulations  as  to  the  deposit 
and  inspection  of  the  accounts  of  Urban  and  Rural  District  Councils  are 
laid  down  in  sec.  247  of  the  Public  Health  Act,  1875.  Immediately  after 
the  deposit  of  the  rate  books  and  other  accounts,  notices  must  be  afl&xed  at 
the  usual  places  for  giving  Union  notices  as  to  the  time  and  place  of  audit, 
and  the  place  where  the  books  are  deposited  ;  and  the  books  shall  be  open 
between  the  hours  of  eleven  and  three  for  the  inspection  of  ratepayers 
(7  &  8  Vict.  c.  101,  sec.  33).  The  right  of  a  ratepayer  to  inspect  the 
accounts  is  enforceable  by  mandamus  {R.  v.  Great  Farringdon,  9  B.  and 
C.  541).  He  may  also  be  present  at  the  audit  and  object  to  any  accounts 
before  the  auditor. 

Powers  and  Duties  of  Auditors. — The  auditor  may  require  any 
person  holding  or  accountable  for  any  money,  books,  etc.,  relating  to  the 
Poor  Rate,  or  the  relief  of  the  poor,  to  produce  his  accounts  and  vouchers, 
and  to  make  or  sign  a  declaration  with  respect  to  such  accounts  (7  &  8 
Vict.  c.  101,  sec.  33).  The  auditor  has  full  powers  to  examine,  audit, 
allow,  or  disallow  accounts  or  items  therein.  He  must  charge  in  every 
account  audited  by  him  the  amount  of  any  deficiency  or  loss  incurred  by 
the  negligence  or  misconduct  of  any  person  accounting,  or  of  any  sum  for 
which  any  such  person  is  accountable,  but  which  has  not  been  brought  by 
him  into  account ;  and  he  is  required  to  certify  on  the  face  of  every  account 
audited,  any  money,  books,  deeds,  etc.,  found  by  him  to  be  due  from  any 
person  (7  &  8  Vict.  c.  101,  sec.  32). 

The  officers  of  the  Union,  and  the  overseers  and  officers  of  the  parishes 
therein,  as  well  as  the  officers  of  other  local  authorities,  are  required  to 
attend  at  the  audit  and  submit  to  the  auditor  all  books,  documents,  and 
other  vouchers  relating  to  their  accounts.  The  auditor  must  see  that  the 
accounts  have  been  kept  and  are  presented  in  proper  form,  that  the  items 
of  receipt  and  expenditure  are  stated  in  sufficient  detail,  and  that  the 
payments  are  supported  by  proper  vouchers.  He  should  also  ascertain 
whether  all  sums  received,  or  which  ought  to  have  been  received,  are 
brought  into  account,  and  examine  whether  the  expenditure  in  aU  cases  is 
such  as  might  lawfully  be  made.  He  is  required  to  reduce  such  charges  as 
are  exorbitant,  to  surcharge  money  not  duly  accounted  for  or  lost  by 
negligence,  upon  the  persons  who  ought  to  account  for  the  same,  or  whose 
negligence  or  improper  conduct  has  caused  the  loss.  He  should  disallow 
and  strike  out  such  payments  as  are  contrary  to  the  orders,  rules,  etc.,  of 
the  Local  Government  Board,  or  are  not  otherwise  authorised  by  law. 

If  the  auditor  should  see  cause  to  surcharge  with  any  payment  any 
person  not  present  at  the  audit  to  whom  no  notice  of  the  audit  is  now 
required  by  law  to  be  given  {i.e.  to  persons  other  than  accounting  officers), 
he  should  cause  notice  in  writing  to  be  given  to  such  persons,  and  adjourn 
the  audit  for  a  sufficient  time  to  allow  such  person  to  appear  and  show 
cause  against  the  surcharge  (11  &  12  Vict.  c.  91,  sec.  8). 

The  auditor  may  inspect  the  accounts  and  books  of  any  Guardians, 
overseers,  or  other  officers  liable  to  account  to  him,  and  any  such  person 
refusing  to  allow  inspection,  or  concealing  any  such  accounts  for  the  purpose 
of  preventing  inspection,  is  liable  to  forfeit  a  sum  not  exceeding  £5  (29  & 
30  Vict.  c.  113,  sec.  8).  The  auditor  should  examine  and  collate  the  several 
books  and  accounts,  and  ascertain  that  the  several  entries  correspond  with 
and  balance  each  other.  In  the  case  of  any  error  caused  by  inadvertence 
or  accident,  he  may  require  the  accounting  officer  to  correct  the  same,  and 
if  the  latter  refuses,  the  auditor  may  himself  make  the  correction  and 
report  the  circumstance  to  the  Local  Government  Board.    After  computing 
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the  accounts  and  ascertaining  the  balances,  he  should  state  such  balances  in 
words,  and  certify  the  same  by  his  signature,  and  add  the  date  of  the  audit ; 
and,  when  he  certifies  any  sum  as  due,  he  should  enter  his  certificate  and 
reasons  on  some  part  of  the  account  which  shall  be  free  from  other  writing. 
Any  objection  made  by  a  ratepayer,  or  other  person  aggrieved,  against  the 
accounts  undergoing  audit,  the  auditor  must  receive  and  examine  into. 
He  is  required  to  state  the  grounds  for  his  decision  as  to  such  objection, 
and  should  offer  to  enter  the  same  in  the  account  then  under  examination. 
If  he  doubts  the  correctness  of  any  account,  item,  or  charge,  he  should 
require  the  accounting  ofiicer  or  other  person  responsible  to  appear  before 
him,  and  should  call  upon  such  person  to  produce  any  accounts,  books,  or 
papers  which  he  may  lawfully  require,  and  examine  such  person  and  such 
accounts,  etc.  respecting  the  item  or  charge  in  question.  The  auditor 
should  so  mark  every  voucher  that  it  cannot  be  produced  to  him  again  without 
being  readily  detected. 

All  audits,  except  those  of  county  urban  and  port  sanitary  authorities, 
should  be  held,  as  far  as  possible,  in  the  board-room  of  the  Guardians,  in 
order  that  the  auditor's  time  may  not  be  unduly  wasted  in  travelling. 

The  auditor  should  see  that  aU  accounts  of  the  Union  and  its  officers 
have  been  duly  closed  on  the  same  day.  The  workhouse  master's  account, 
though  in  great  detail,  should  be  carefully  checked.  The  certificate 
which  the  Workhouse  Visiting  Committee  of  the  Guardians  are  required  to 
give  of  the  correctness  of  the  stock  (clothes,  provisions,  etc.)  remaining  in 
store,  as  indicated  by  the  balances  of  the  master's  accounts,  should  be 
carefuUy  examined.  So  also  it  should  be  ascertained  that  the  quantities  of 
provisions,  etc.  charged  by  the  master  are  in  accordance  with  the  authorised 
scale.  In  checking  the  relief  given  to  paupers  as  entered  in  the  Outdoor 
Eelief  List,  it  is  advisable  to  compare  this  account  with  the  Application  and 
Eeport  Book  and  the  Eelief  Order  Book. 

As  regards  the  accounts  of  overseers,  the  auditor  should  make  express 
inquiry  in  order  to  verify  that  the  balance  shown  by  the  accounts  as  being 
in  the  hands  of  the  overseers,  did  in  fact  exist  at  the  date  specified.  At 
the  audit  for  the  haK-year  to  Michaelmas  this  inquiry  should  be  made  of 
the  overseers  themselves.  At  the  March  audit  greater  care  is  required. 
Where  there  is  a  change  of  overseers,  and  it  is  stated  that  the  outgoing 
overseers  have  paid  the  balance  over  to  the  new  ones,  the  banker's  Pass 
Book,  or  the  receipt  of  the  new  overseers,  or  both,  should  be  produced. 
Where  the  overseers  are  reappointed,  and  the  balance  of  their  account 
represents  a  considerable  sum  relatively  to  their  position,  the  auditor 
should  require  the  overseer  who  professes  to  have  held  the  balance  on 
the  31st  March,  to  subscribe  a  declaration  to  that  effect  under  sec.  47  of 
the  Poor  Law  Amendment  Act,  1834,  and  sec.  33  of  the  Poor  Law  Amend- 
ment Act,  1844.  It  should  also  be  ascertained  whether  parish  property 
has  been  duly  accounted  for.  Inquiry  should  be  made  whether  there  is 
any  property  belonging  to  the  parish  from  which  income  might  be  derived, 
and  if  so,  whether  income  is  actually  obtained  therefrom,  and  whether 
such  income  represents  the  fair  value  of  the  property.  The  overseers 
should  produce  a  terrier  of  the  lands  and  tenements,  and  an  inventory 
of  any  stock  or  effects.  If  lands  and  tenements  are  not  duly  let,  in 
accordance  with  sec.  3  of  the  Union  and  Parish  Property  Act,  1835,  the 
matter  should  be  reported  to  the  Local  Government  Board.  The  auditor 
should  also  ascertain  whether  any  order  of  the  Local  Government  Board 
directing  the  investment  of  the  proceeds  of  property  duly  sold,  has  been 
complied  with. 
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The  auditor  should  examine  carefully  into  the  amount  of  rates  returned 
as  irrecoverable,  and  also  as  to  those  returned  as  recoverable,  and  where  the 
latter  is  of  considerable  amount,  he  should  ascertain  that  the  amounts 
returned  as  outstanding  are  actually  in  arrear.  In  many  cases  it  will  be 
advisable  to  make  inquiries  of  ratepayers  in  order  that  the  actual  facts  may 
be  ascertained.  In  certain  rare  cases  the  auditor  may  dispense  with  vouchers- 
or  receipts  for  payments,  as  where  it  is  contrary  to  the  custom  of  the 
persons  with  whom  the  accounting  officer  may  have  had  to  deal  to  give 
receipts.  A  declaration  in  such  cases,  under  sec.  33  of  the  Poor  Law 
Amendment  Act,  1844,  vouching  the  fact  of  payment  may  be  accepted 
as  a  substitute  for  a  receipt. 

The  treasurer  of  a  local  authority  cannot  be  held  liable  in  respect  of  an 
amount  which  he  has  paid  in  pursuance  of  an  order  of  the  local  authority 
because  it  turns  out  to  have  been  an  illegal  payment. 

Items  duly  certified  at  a  previous  audit  cannot  be  reinvestigated  (B.  v. 
Cheddingstone,  1869,  2  B.  and  S.  294),  and  an  audit  once  closed  cannot  be 
reopened. 

Section  39  of  the  Poor  Law  Amendment  Act,  1844,  provides  for  the 
taxation  and  allowance  of  bills  due  to  solicitors  for  business  performed  on 
behalf  of  the  Parish  or  Union  by  the  Clerk  of  the  Peace.  The  allowance 
of  any  sum  due  under  such  bills  on  taxation  is  prima  facie  evidence  of  the 
reasonableness  of  the  amount,  but  not  of  the  legality  of  the  charge.  If  any 
such  bill  be  not  taxed  before  it  is  presented  to  the  auditor,  his  decision 
on  the  reasonableness,  as  well  as  on  the  legality  of  the  charge,  is  final ;  and 
his  allowance  or  disallowance  of  such  charges  cannot  be  removed  by  certiorari 
into  the  King's  Bench  Division  under  sec.  35  of  the  Poor  Law  Amend- 
ment Act,  1844,  and  questioned  by  the  Overseers  or  Guardians.  This 
provision  does  not  prevent  solicitors  having  their  costs  taxed,  as  between 
solicitor  and  client,  by  a  master  under  sec.  37  of  the  Solicitors  Act  1843. 

The  Local  Authorities'  Expenses  Act,  1887,  provides  that  expenses  paid 
by  any  local  authority,  the  accounts  of  which  are  subject  to  audit  by  a 
district  auditor,  shall  not  be  disallowed  by  the  auditor  if  they  have  been 
sanctioned  by  the  Local  Government  Board.  The  power  of  sanction  is 
intended  to  be  used  in  those  cases  where  the  expenditure  is  incurred  bona 
fide,  but  in  ignorance  of  the  strict  letter  of  the  law,  or  inadvertently,  with- 
out the  observance  of  the  requisite  formalities,  or  under  such  circumstances 
as  make  it  fair  and  equitable  that  the  expenditure  should  not  be  disallowed 
by  the  auditor.  The  Act  only  enables  the  Board  to  sanction  actual 
expenditure  in  order  to  prevent  its  disallowance.  The  Board,  in  their 
17th  Annual  Eeport  (p.  Ixix.)  say  they  "do  not  regard  the  Act  as  intended 
to  supply  the  want  of  legislation  or  other  authority  for  particular  expendi- 
ture or  classes  of  expenditure,  and  as  justifying  them  in  giving  prospective 
sanction  to  recurring  expenses."  A  wide  use  has,  however,  been  made  of 
the  Act.  In  the  year  1901-2,  out  of  3282  applications  under  it  from 
the  various  local  authorities,  only  416  were  refused  by  the  Board. 

When  the  auditor  disallows  or  surcharges,  he  must  also  declare  the 
ground  of  his  decision,  and  offer  to  state  such  ground  in  writing.  In 
the  case  of  a  surcharge  it  is  important  to  select  the  proper  account  for 
the  entry  of  the  certificate.  A  surcharge  in  respect  of  the  Poor  Eate 
should  be  made  in  the  Eate  Book.  A  surcharge  on  the  overseers  should 
be  made  in  the  Eeceipt  and  Payment  Book,  and  a  surcharge  on  the 
collector  in  his  Collecting  and  Deposit  Book.  The  General  Ledger  is  the 
proper  account  for  a  certificate  of  surcharge  against  individual  Guardians 
who  have  authorised  illegal  expenditure.      The  person  objecting  to  the 
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auditor's  decision  may  appeal  to  the  Local  Government  Board.  The  auditor 
is  precluded  from  altering,  varying,  or  amending  the  statement  in  the 
account  of  his  reasons  for  a  particular  disallowance  or  surcharge.  Several 
distinct  reasons  may  be  assigned  for  a  decision.  Each  reason  should  be 
complete  in  itself  and  capable  of  being  considered  independently.  Where 
an  appeal  is  made  to  the  Local  Government  Board,  they  are  required  to 
determine  "the  lawfulness  of  the  reasons  stated  by  the  auditor"  for  his 
decision  (7  &  8  Vict.  c.  101,  sec.  36).  The  auditor  is  required  to  submit 
to  the  Board  of  Guardians  a  statement  of  his  surcharges  so  far  as  the 
audit  of  the  Union  Accounts  are  concerned.  He  must  also  report  the 
circumstances  to  the  Local  Government  Board.  When  the  audit  of  the 
several  accounts  in  the  Ledger  is  concluded  he  should  sign  a  certificate  at 
the  foot  of  the  balance-sheet  as  follows : — 

I  have  examined  the  several  accounts  of  which  the  foregoing  is  the  balance- 
sheet,  and  I  have  compared  the  several  payments  credited  to  the  treasurer  with 
the  vouchers,  and  I  hereby  certify  that  the  entries  appear  to  be  correct  and  legal, 
and  that  {when  the  balance  in  the  treasurei^s  books  does  not  agree  with  the  balance  in 
the  ledger),  subject  to  the  explanation  below  {the  difference  to  be  explained  at  the  foot 

of  the  certificate),  the  balance  of  the  treasurer's  account,  viz.,  £ ,  agrees  with 

the  balance  which  by  his  own  book  appears  to  have  been  in  his  hand  at  the  time 
of  closing  such  account ;  and  I  find  from  the  information  laid  before  me  that  the 
amount  of  the  outstanding  liabilities  of  the  Union  at  that  time  was  £ , 

(Signed) Auditor. 

Dated, 

In  the  other  books  the  auditor  is  required  to  enter  a  certificate,  and 
sign  and  date  it,  of  his  having  audited  the  same.  At  the  close  of  each 
audit  he  should  transmit  to  the  Local  Government  Board  statements,  in 
the  form  prescribed,  of  the  books  directed  by  the  Board's  order  to  be  kept 
by  the  overseers,  collectors,  and  Union  officers,  showing  which  are  kept,  or 
are  imperfectly  kept,  or  kept  in  a  form  different  from  that  prescribed  by 
the  Board ;  and  he  should  deliver  copies  thereof  to  the  Board  of  Guardians. 
He  is  required  also  at  the  close  of  the  audit  following  the  25  th  of  March, 
yearly,  to  transmit  to  the  Guardians,  in  the  prescribed  form,  a  statement 
setting  forth  the  name  of  each  Union  officer,  collector,  vestry  clerk,  or  other 
officer  required  to  give  security,  and  whether  such  security,  together  with 
any  certificate  or  proof  that  each  of  the  securities  named  therein  is  living 
and  not  bankrupt  or  insolvent,  was  produced  to  him  at  the  audit,  or 
whether  the  security  is  otherwise  in  force.  Any  defects  which  may  be 
discovered  in  such  securities  should  be  stated. 

It  will  be  convenient  to  set  out  here  the  chief  statutory  offences  connected 
with  Local  Government  accounting  and  auditing.  The  following  are  the 
chief  statutory  offences  connected  with  the  audit.  The  Poor  Law  Amend- 
ment Act  of  1834  provides  that  any  person  who  wilfully  neglects  or  disobeys 
any  rules,  orders,  or  regulations  of  the  Local  Government  Board,  shall,  for 
the  first  offence,  be  liable  to  a  fine  not  exceeding  £5,  and  for  the  second 
offence,  to  a  fine  not  exceeding  £20,  and  for  the  third  and  every  subsequent 
offence  shall  be  liable  to  indictment  for  a  misdemeanour.  The  District 
Auditors  Act,  1879,  provides  that  when  accounts  are  subject  by  law  to  be 
audited  by  District  Auditors,  any  order  made  by  the  Local  Government 
Board  respecting  the  audit  of  such  accounts,  including  the  form  of  keeping 
the  accounts,  the  mode  of  publishing,  the  time  and  place  of  holding  the 
audit,  and  the  persons  by  whom  such  accounts  are  to  be  produced  for  audit, 
shall  be  deemed  to  be  an  order  within  the  meaning  of  this  section.  It  will 
be  observed  that  this  extends  the  provisions  of  the  Poor  Law  Amendment 
Act,  1834,  to  the  accounts  of  Local  Authorities  other  than  Poor  Law 
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Authorities.  The  district  auditor  possesses,  under  the  Poor  Law  Amend- 
ment Act,  1844,  important  powers  enabling  him  to  require  any  person 
accountable  for  any  moneys,  books,  etc.,  relating  to  the  poor  rate  to  produce 
accounts  and  vouchers  and  to  make  or  sign  a  declaration  with  respect  to 
such  accounts ;  for  every  refusal  or  neglect  to  attend  at  the  audit,  or  any 
adjournment  of  the  audit,  or  to  produce  accounts  or  vouchers,  or  to  make  or 
sign  a  declaration,  the  person  offending  is  liable  to  a  fine  of  408.  Any 
person  wilfully  making  or  signing  a  false  declaration  is  liable  to  the  penalties 
of  perjury.  Under  the  Poor  Law  Amendment  Act,  1866,  when  authorised 
or  required  to  do  so  by  the  Local  Government  Board,  the  auditor  has 
power  to  inspect  books  at  any  time ;  any  guardian,  overseer,  or  officer,  re- 
fusing, or  obstructing  him,  or  concealing  accounts  to  prevent  inspection,  is 
liable  to  a  fine  not  exceeding  £5.  Under  the  Poor  Law  Amendment  Act, 
1844,  any  surveyor  of  highways,  overseer,  or  other  officer  of  a  parish  or 
union  who  wilfully  authorises  or  makes  any  illegal  or  fraudulent  payment 
from  the  rates  or  public  funds,  or  unlawfully  makes  an  entry  to  defray  or 
make  up  a  disallowance  or  surcharge,  is  liable  to  a  fine  not  exceeding  £20 
or  treble  the  amount  of  such  payment  or  of  the  sum  entered.  A  similar 
penalty,  under  the  Poor  Law  Amendment  Act,  1834,  may  be  imposed  upon 
any  officer  who  shall  purloin,  embezzle,  or  wilfuUy  waste,  or  misapply  any 
of  the  money,  goods,  or  chattels,  belonging  to  any  parish  or  union,  in 
addition  to  all  independent  penalties  to  which  such  offences  shall  be  liable. 
The  District  Auditors  Act  1879,  enacts  that  in  case  of  failure  to  submit 
the  prescribed  financial  statement  to  the  auditor,  the  Local  Authority,  clerk, 
treasurer,  or  other  officer,  shall  be  liable  to  a  fine  not  exceeding  £20  for 
each  offence. 

The  auditor  is  required  by  sec.  32  of  the  Poor  Law  Amendment  Act, 
1844,  to  enforce  the  payment  of  the  moneys  which  he  certifies  as  due.  If 
legal  proceedings  are  resorted  to,  he  is  entitled  to  the  assistance  of  a 
solicitor,  but  not,  as  a  rule,  to  the  services  of  counsel  when  the  case  is 
brought  before  Justices.  The  recovery  of  the  moneys  certified  as  due  is 
enforceable  in  the  same  manner  as  penalties  or  forfeitures  under  the  Poor 
Law  Amendment  Act,  1834.  An  alternative  procedure  is  provided  under 
sec.  11  of  the  Summary  Jurisdiction  Act,  1884.  That  Act  provides  that  the 
payment  of  any  sum  certified  by  a  district  auditor  to  be  due,  in  accordance 
with  the  Poor  Law  Acts,  may,  together  with  the  costs  of  the  proceedings 
for  the  recovery  thereof,  be  enforced  in  like  manner  as  if  it  were  a  sum 
due  in  respect  of  the  Poor  Eate.  A  time  limit  of  nine  months  is  fixed  for 
proceedings,  subsequent  to  the  date  of  the  certificate,  or  decision  of  the 
appeal  to  the  Local  Government  Board,  by  sec.  9  of  the  Poor  Law  Amend- 
ment Act,  1849  (apparently,  however,  this  limit  applies  only  to  proceedings 
under  the  Act  of  1844) ;  the  section  of  the  Poor  Law  Audit  Act,  1848,  lays 
down  what  must  be  proved  in  such  proceedings. 

An  appeal  lies  to  the  King's  Bench  Division  by  certiorari  against  the 
decision  of  the  auditor,  or,  as  already  mentioned,  to  the  Local  Government 
Board.  The  latter  is  the  method  generally  chosen.  It  is  inexpensive  and 
generally  prompt,  and  the  Board  have  power  to  exercise  an  equitable 
jurisdiction,  and  remit  the  disallowance  and  surcharge  which  in  principle 
they  may  confirm.  Joint  surcharges  may  be  remitted  in  favour  of  one 
person  without  discharging  the  others  (39  &  40  Vict.  c.  61,  sec.  38).  The 
fact  that  the  High  Court  has  jurisdiction  to  restrain  Guardians  from  apply- 
ing the  Poor  Rates  improperly,  does  not  interfere  with  the  powers  of  the 
Board  to  remit  improper  payments  by  Guardians  which  have  been  dis- 
allowed by  the  auditor  (Attorney-General  v.  Guardians  of  Merthyr  TydvU, 
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1  Ch.  D.  1900,  p.  516).  A  disallowance  is  generally  remitted  where  the 
authority  or  officers  concerned  were  bona  Jide  of  opinion  that  the  payment 
was  legal.  Where,  however,  the  illegality  of  the  charge  was  known  to  the 
accounting  officer  or  authority,  remission  may  be  refused.  During  the  year 
1901-2  the  Local  Government  Board  decided  1266  appeals.  Of  this 
number  1228  were  appeals  against  disallowances  and  surcharges.  The 
Board  confirmed  and  remitted  1030,  confirmed  and  refused  to  remit  71, 
and  reversed  117.  38  appeals  were  against  "  allowances "  by  the  auditor, 
and  of  this  number  the  Board  confirmed  27. 

Where  an  aggrieved  party  decides  to  appeal  against  a  disallowance  or 
surcharge,  he  must,  unless  the  auditor  has  already  entered  his  reasons  in 
the  book  of  account,  apply  to  him  to  do  so.  An  exact  copy  of  these 
reasons  and  of  the  auditor's  certificate  should  be  forwarded  to  the  Board 
with  the  appeal.  The  appeal  should  be  signed  by  the  appellant,  and 
should  contain  a  full  statement  of  facts.  The  reasons  for  appealing  must 
be  explicitly  set  forth.  Any  vouchers,  cheques,  bills,  or  other  papers 
bearing  upon  the  matter,  should  be  forwarded  to  the  Board.  Unless  an 
appeal  be  made,  the  sum  certified  by  the  auditor  to  be  due  must  be  paid 
over  as  follows : — 

Money  certified  to  be  due  in  the  accounts  of  a  Board  of  Guardians 
or  Board  of  Management  for  a  school  or  asylum  district,  must  be  paid 
over  within  seven  days  to  the  treasurer  of  the  authority.  In  the  case 
of  other  authorities  (County,  District,  and  Parish  Councils,  etc.)  the  money 
due  must  be  paid  to  the  treasurer  of  such  authority  within  fourteen  days. 

Appeals  to  the  High  Court  from  the  auditor's  decision  must  be  brought 
within  six  months  after  the  date  of  his  certificate  (7  &  8  Vict.  c.  101, 
sec.  35).  Appeals  to  the  Local  Government  Board  do  not  seem  to  be  legally 
subject  to  any  such  limit  of  time. 

In  the  case  of  an  appeal  to  the  High  Court  against  a  surcharge,  the 
Poor  Law  Act,  1844,  provides  that  the  party  liable  must  first  pay  the  sum 
surcharged  to  the  treasurer,  and  then  enter  into  a  recognizance  to  sue  out 
a  writ  of  certiorari  without  delay,  and  to  pay  the  full  costs  and  charges  of 
the  auditor  if  the  surcharge  is  ultimately  confirmed. 

Audit  of  Municipal  Accounts 

The  Municipal  Corporations  Act,  1882,  provides  (sec.  25),  that  in  every 
borough  coming  within  its  terms,  there  shall  be  three  borough  auditors — 
two  elected  by  the  burgesses,  called  elective  auditors,  and  one  elected  by 
the  mayor,  called  the  mayor's  auditor.  An  elective  auditor  must  be 
qualified  to  be  a  councillor,  but  may  not  be  a  member  of  the  Council,  or 
the  town  clerk,  or  the  treasurer.  The  mayor's  auditor  must  be  a  member 
of  the  Council.  The  term  of  office  of  each  auditor  shall  be  one  year 
(sec.  25).  An  auditor  who  has  been  properly  elected  must  accept  office,  or 
be  liable  to  pay  to  the  Council  such  fine  as  they  by  bye-law  determine 
(sec.  34).  He  must,  within  five  days  after  notice  of  election,  subscribe  a 
declaration  in  the  following  form : — 

I,  A  B,  having  been  elected  elective  auditor  for  the  borough  of  , 

hereby  declare  that  I  take  the  said  office  upon  myself,  arid  will    duly  and 

faithfully  fulfil  the  duties  thereof  according  to  the  best  of  my  judgment  and 
ability  (etc.  as  to  property  qualification). 

The  treasurer  must  submit  his  accounts  within  one  month  of  the  date  in 
each  half-year  to  which  they  are  made  up,  vdth  the  necessary  vouchers  and 
papers  to  the  borough  auditors,  and  "they  shall  audit  them"  (sec.  27). 
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The  corresponding  section  of  the  Municipal  Corporations  Act,  1835,  re- 
pealed by  the  Act  of  1882,  required  the  auditors  to  sign  the  accounts  if 
found  correct.  This  provision  is  omitted  in  the  Act  of  1882.  It  is, 
however,  usual  for  the  auditors  to  sign  the  accounts  and  give  some  sort  of 
certificate  as  to  the  result  of  their  examination.  There  is  no  provision  in 
the  Act  of  1882  as  to  the  remuneration  of  auditors.  Under  sec.  246  of 
the  Public  Health  Act,  1875,  however,  a  borough  auditor  may  claim  a 
reasonable  remuneration,  not  being  less  than  two  guineas  a  day,  for 
auditing  the  accounts  of  the  receipts  and  expenditure  of  the  Council  acting 
as  the  urban  authority  under  that  Act.  It  may  be  useful  to  quote  the 
section  in  full,  as  it  extends  the  scope  of  the  borough  auditor's  duties  as  to 
the  sanitary  authority's  accounts,  beyond  that  prescribed  by  the  Municipal 
Corporations  Act,  which  only  assigns  to  auditors  the  duty  of  examining  the 
treasurer's  accounts : — 

Where  an  urban  authority  are  the  Council  of  a  borough,  the  accounts  of  the 
receipts  and  expenditure  under  this  Act  of  such  authority  shall  be  audited  and 
examined  by  the  auditors  of  the  borough,  and  shall  be  published  in  like  manner 
and  at  the  same  time  as  the  municipal  accounts,  and  the  auditors  shall  proceed  in 
the  audit  after  like  notice,  and  in  like  manner,  shall  have  like  powers  and 
authorities,  and  perform  like  duties,  as  in  the  case  of  auditing  municipal 
accounts.  Each  of  such  auditors  shall  in  respect  of  each  audit  be  paid  such 
reasonable  remuneration,  not  being  less  than  two  guineas  for  every  day  in  which 
they  are  employed  in  such  audit,  as  such  authority  from  time  to  time  may 
appoint. 

Auditors  are  not  entitled  to  any  remuneration  for  their  services  in  audit- 
ing the  accounts  of  the  borough,  as  distinct  from  those  of  the  Council  as  the 
sanitary  authority  {Thomas  v.  Mayor,  etc.,  of  Devonport  [L.E.  1  Q.B.  (C.A.) 
1900,  p.  16]).  The  duties  of  borough  auditors  are  nowhere  defined,  and 
the  ofiice  has  usually  been  regarded  as  a  purely  formal  one.  The  result  of 
various  legal  decisions,  and  the  general  opinion  as  to  their  duties  and 
functions,  was  thus  clearly  summed  up  in  a  joint  opinion  given  by  two 
eminent  counsel  in  June  1896  : — 

As  soon  as  the  auditors  are  satisfied  that  each  order  for  payment  is  duly 
made,  and  that  the  receipts  and  payments  in  the  treasurer's  accounts  are 
correctly  entered  and  properly  vouched,  their  duties,  in  our  opinion,  are  at  an 
end.  They  are  not  concerned  as  auditors  to  inquire  into  the  propriety  or  legality 
of  any  of  the  expenditure  on  which  the  Council  has  resolved,  and  for  which  the 
Council  is  answerable  to  the  ratepayers.  The  auditors,  as  such,  have  no  right  or 
duty  to  criticise  the  policy  of  the  Council,  to  question  the  wisdom  or  expediency 
of  its  acts,  or  to  consider  the  ground  of  its  decision.  Their  duty  is  to  audit  the 
treasurer's  accounts,  and  these  accounts  only,  and  this  does  not  justify  a  roving 
inquiry  into  the  propriety  of  the  Council's  expenditure.  Further,  the  audit  is 
confined  to  the  particular  naif -year's  accounts.  Beyond  this  the  auditors  cannot 
inquire,  though  the  audit  may  in  some  cases  involve  the  production  of  documents 
of  a  date  antecedent  to  the  past  half-year.  But  the  auditors  cannot  reopen 
accounts  already  audited.  .  .  .  They  have  no  right  whatever  to  demand  informa- 
tion from  any  one  except  the  treasurer,  or  to  interrogate  other  ofiicers  or  servants 
of  the  corporation. 

This  is  the  view  that  still  generally  obtains  as  regard  the  audits  of 
municipal  accounts.  It  must,  however,  be  considerably  modified  when 
speaking  of  the  duties  of  an  auditor  as  regards  the  accounts  of  a  Municipal 
Corporation  acting  as  the  sanitary  authority,  and  perhaps,  also,  as  regards 
its  other  accounts,  in  view  of  the  recent  decision  of  the  Court  of  Appeal  in 
the  case  of  Thomas  v.  The  Mayor,  etc.,  of  Bevonport  [L.R.  1  Q.B.  (C.A.) 
1900,  p.  16].  It  was  there  laid  down  that  the  duty  of  the  auditor  of  the 
accounts  of  an  Urban  Sanitary  Authority  is  not  confined  to  ascertaining 
whether  there  are  vouchers  for  each  item  of  the  accounts  submitted  to  him. 
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but  extends  to  investigating  whether  the  payments  represented  by  the 
vouchers  are  authorised,  or  are  without  authority,  or  otherwise  illegal  or 
improper. 

The  town  clerk  of  Birmingham,  in  his  evidence  before  the  Joint  Select 
Committee  on  Municipal  Trading,  stated  that,  prior  to  this  decision,  it  had 
been  considered  to  be  good  law  that  the  borough  auditors  were  only 
entitled  to  see  orders  upon  the  treasurer,  and  the  receipts  given  for  the 
money  when  paid,  but  that  now,  accepting  the  ohiter  dictum  of  the  Lord 
Chief  Justice  (Lord  Eussell)  in  the  decision  referred  to,  in  its  broadest 
sense,  he  considered  that  an  auditor's  right  to  see  the  accounts  applies 
equally  to  municipal  as  to  sanitary  accounts. 

Borough  auditors  have  no  power  of  disallowance  or  surcharge.  They 
should,  however,  call  attention,  in  the  certificate  usually  appended  to  the 
treasurer's  account,  to  any  errors  or  discrepancies  they  may  discover.  It 
is  their  duty  to  report  such  matters  to  the  authority,  and  also  to  the 
ratepayers  {Thomas  v.  Devonport). 

A  somewhat  cumbrous  method  of  questioning  an  illegal  payment  by  a 
Town  Council  has  been  provided  by  subsection  21  of  section  141  of  the 
Municipal  Corporations  Act,  1882.  That  subsection  provides  that  any 
duly  signed  order  of  the  Council  for  payment  of  money  out  of  the  borough 
fund,  may  be  removed  into  the  King's  Bench  Division  of  the  High  Court 
by  writ  of  certiorari,  and  may  be  wholly  or  partly  disallowed  or  confirmed 
on  motion  and  hearing,  with  or  without  costs,  according  to  the  judgment 
and  discretion  of  the  Court. 

In  some  few  cases,  under  the  provisions  of  a  local  Act,  elective  auditors 
are  required  to  be  qualified  accountants ;  but  usually  unqualified  persons 
are  appointed,  and  the  result  is  most  unsatisfactory.  So  long  ago  as  1887 
the  Select  Committee  on  Police  and  Sanitary  Eegulations  reported :  "  The 
Committee  have  also  been  struck  with  the  unsatisfactory  state,  as  proved 
by  evidence  before  them,  of  the  law  relating  to  the  audit  of  municipal 
accounts.  They  think  that  the  attention  of  Parliament  should  be  directed 
to  this  matter,  with  a  view  to  the  establishment  of  a  really  independent 
audit." 

The  present  system  of  audit  by  elective  auditors  is  manifestly  most 
unsatisfactory,  and  urgently  calls  for  revision.  It  is  well-nigh  impossible 
for  a  ratepayer,  elected  as  auditor  by  the  burgesses,  to  cope  with  the  mass 
of  detailed  and  complex  accounts  put  before  him  for  audit.  To  deal 
with  such  accounts  efficiently  he  requires  to  have  an  intimate  knowledge 
of  auditing,  and  of  the  numerous  statutes  and  regulations  affecting  the 
borough.  Continuity  of  audit  is  of  the  utmost  importance,  and  this  is 
impossible  where  the  election  is  an  annual  one. 

The  Local  Government  Board  system  of  audit,  as  carried  out  by  the 
district  auditors,  has  been  already  applied  under  local  Acts  to  the 
accounts  of  the  boroughs  of  Bournemouth,  Tunbridge  "Wells,  and  Southend- 
on-Sea ;  and,  under  a  recent  local  Act,  it  may  be  put  in  force  as  regards 
the  accounts  of  the  borough  of  Eastbourne  by  a  resolution  of  the  Town 
Council  to  that  effect.  Under  that  system  accounts  are  examined  not 
merely  with  a  view  to  ascertaining  whether  they  truly  and  accurately 
record  the  financial  transactions  which  have  taken  place,  but  also  whether 
such  transactions  have  been  duly  authorised.  This  system  of  audit  may, 
however,  require  some  modification  before  it  can  be  applied  to  the  great 
municipalities  throughout  the  country.  The  large  powers  of  disallowance 
and  surcharge  possessed  by  the  district  auditors  might  cause  friction.  The 
mass  of  accounts  and  multitude  of  details  in  connection  with  the  adminis- 
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tration  of  an  ordinary  borough,  the  numerous  local  Acts  from  which  the 
powers  of  the  Town  Council  are  commonly  derived,  and  the  fact  that  many 
of  its  proceedings  are  carried  out  under  the  authority  of  ancient  local 
custom  and  usage,  render  an  audit,  which  may  be  comparatively  simple  in 
the  case  of  a  County,  Urban,  or  Parish  Council  (the  affairs  of  which  bodies 
are  regulated  in  the  main  by  the  general  law)  one  of  unusual  difficulty 
and  complexity.  It  would  seem  advisable  for  the  Legislature  to  pass 
an  Adoptive  Act,  enabling  any  Municipal  Corporation  to  elect  to  have 
their  accounts  examined  by  a  district  auditor  under  the  Local  Govern- 
ment Board,  and,  with  a  view  to  satisfying  the  demand  that  exists  in  some 
quarters  for  the  introduction  of  a  professional  element  amongst  the 
district  auditors,  to  provide  that  any  person  in  future  appointed  to  the 
post  should  be  required  to  be  qualified  as  an  accountant. 

K.  C.  Maxwell. 

Publishers'  Accounts. — The  enormous  quantity  of  publica- 
tions of  every  sort  and  description  which  are  daily  sent  forth  for  the  con- 
sumption of  an  always  increasing  number  of  readers  has  naturally  produced 
special  and  particular  attention  to  the  form  or  forms  of  account-keeping 
necessary  to  be  adopted  by  publishers.  It  is  not  that  the  books  them- 
selves differ  materially  from  those  in  ordinary  commercial  houses,  but  that 
the  application  is  different,  and  that  as  in  manufacturing  accounts  the 
balance  of  the  Profit  and  Loss  Account  is  finally  ascertained  from  the 
balance  of  many  other  accounts. 

The  Account  Boohs  proper 

The  Cash  Book  should,  as  in  all  cases,  be  written  up  daily  and  checked 
and  agreed  with  the  Bank  Book  from  time  to  time. 

The  Ledgers  necessary  are  as  follows : — 

Sales  Ledger,  containing  the  accounts  of  booksellers  and  others. 

Bought  Ledger,  containing  the  printers',  papermakers',  binders',  and  other 
accounts. 

Authors  Ledger,  containing  accounts  showing  the  royalties,  etc.,  due 
and  cash  paid. 

Cost  Ledger,  containing  cost  account  of  each  publication. 

Private  Ledger. 

The  Sales  Day  Books. — In  a  large  business  it  is  convenient  to  have  these 
split  up  into  sections,  either  town  and  country,  or  one  for  Tuesdays,  Thurs- 
days, and  Saturdays,  and  another  for  Mondays,  Wednesdays,  and  Fridays. 
A  periodical  analysis  of  these  books  should  be  made  and  entered  into  an 
analysis  book  in  order  that  the  exact  numbers  sold  of  each  publication  can 
be  ascertained.  This  analysis  book  forms  the  basis  of  Journal  entries, 
charging  royalties  account  and  crediting  authors  with  their  share  and  pro- 
portion. 

The  Bought  Journal  or  Day  Book. — The  best  form  for  this  is  a  Guard 
Book  with  space  for  invoices  to  be  pasted  in  on  one  side  and  on  the  other 
the  rulings  for  a  Journal  for  one  or  more  Ledgers. 

To  record  accurately  in  a  set  of  books  of  account  the  transactions  of  a 
publishing  house,  whether  it  be  that  of  newspapers,  of  periodicals,  or  of 
books,  it  is  necessary  that  a  system  of  account-keeping  be  adopted  which 
wiU  be  an  efficient  check  on  the  disposal  of  the  copies  of  the  publication 
after  their  delivery  by  the  printer,  and  in  this  connection  it  is  important 
that  proper  instructions  be  given  to  the  printer  as  to  the  form  in  which  he 
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shall  render  his  accounts  to  the  pubUsher  in  order  that  the  latter  may  clearly 
see  and  be  able  to  get  into  his  accounts  the  time,  place,  and  quantity  of 
the  deliveries  made  either  direct  to  his  customers  or  to  himself. 

Dealing  first  with  the  cost  of  a  publication,  an  account  will  be  opened 
in  the  Cost  Ledger  for  each  separate  work,  and  this  account  will  be  charged 
with  the  cost  of  printing  and  of  paper ;  and  here  again  the  printer  must  have 
proper  instructions  in  order  that  he  may  charge  the  right  quantity,  quality, 
and  price  of  paper  against  each  particular  publication,  and  set  out  the 
number  of  copies  printed,  including  what  are  known  as  "  overs."  To  this 
account  will  also  be  charged  any  expenses  of  advertising,  canvassing,  and 
distributing,  and  any  other  expenses  affecting  the  cost.  The  credit  to  the 
account  will  be  the  value  at  the  trade  or  selling  price  of  the  edition  or 
issue,  and  on  the  stock  being  taken  the  profit  or  loss  will  be  ascertained. 
All  copies  on  sale  or  return,  gratis  copies  for  review,  and  for  advertisers, 
must  be  properly  dealt  with,  and  separate  Day  Books  should  be  kept  to 
record  these  latter  charges,  and  the  totals  of  such  books  can  be  placed 
periodically  to  the  Cost  Accounts.  It  often  happens  that  special  discounts 
and  allowances  are  made  to  large  buyers,  and  these  must  be  taken  into 
account. 

The  "  overs  "  referred  to  in  the  preceding  paragraph  are  extra  deliveries 
by  the  printer,  whose  machines  have  turned  out  from  the  paper  supplied 
flay  1060  copies  of  a  periodical,  and  only  charged  in  the  printing  account 
1000.  These  "  overs  "  only  affect  the  publisher's  account  when,  under  the 
arrangements  made  with  the  proprietors  or  author  of  a  publication,  they 
are  credited  in  account  with  the  number  charged  by  the  printer,  in  which 
case  the  "  overs  "  belong  to  the  publisher. 

With  reference  to  the  paper  used  for  a  publication,  this  is  usually 
stocked  by  the  printer  on  behalf  of  the  publisher  or  proprietor,  and  it  is 
necessary  that  it  be  separately  insured  against  fire  by  him,  and  he  must 
also  take  out  a  policy  of  fire  insurance  in  respect  of  any  printed  matter 
held  on  his  account  by  the  printer,  who  is  under  no  liability  in  this  respect, 
but  who  must  render  a  Stock  Account  from  time  to  time  showing  what 
amount  of  paper  has  been  received  by  him  and  how  it  has  been  dis- 
posed of. 

The  Cost  Account  of  each  publication  is  credited  with  the  value  of  the 
delivery  from  the  printers  at  trade  or  selling  price,  and  here  reference  is 
made  more  especially  to  a  firm  publishing  periodicals.  An  account  which 
can  be  called  Pubhshing  Ofl&ce  Account  or  Publishing  Account  will  be  debited 
with  the  amount,  and  the  value  of  each  succeeding  delivery  or  issue  or 
publication  will  find  its  way  to  the  debit  of  the  same  account.  It  is  to  the 
proper  and  effective  keeping  of  this  account  upon  which  much  depends.  It 
should  be  credited  with  all  cash  received,  with  the  amount  of  sales  made 
otherwise  than  for  cash  for  a  given  period,  with  all  gratis  copies,  with  all 
discounts  and  allowances,  and  finally  with  the  value  of  stock  in  hand  at 
any  given  time.  It  will  thus  be  seen  that  if  this  Publishing  Account  is 
accurately  kept,  and  the  transactions  forming  its  entries  are  properly 
recorded,  that  every  copy  of  an  issue  of  a  publication  can  be  accounted  for. 
If  the  publishing  account  shows  a  debit  balance  it  is  obvious  that  either  it 
has  been  charged  with  more  deliveries  than  it  should  be — and  this  can  be 
easily  ascertained  by  reference  to  the  printer's  accounts  and  delivery  notes — 
or  that  the  stock  has  been  wrongly  taken  or  not  accounted  for.  If,  on  the 
other  hand,  the  Publishing  Account  shows  a  credit  balance,  the  error  may 
be  in  the  stock,  or  credit  may  have  been  taken  in  the  account  for  deliveries 
at  greater  value  than  the  charges  on  the  other  side.     In  any  case  the 
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balance,  whether  it  be  a  debit  or  a  credit,  can,  by  carefully  checking 
the  whole  of  the  transactions,  entries,  and  calculations  leading  up  to  it,  be 
clearly  accounted  for.  The  principles  involved  in  the  keeping  of  such  an 
account  as  has  here  been  described  apply  equally  to  any  class  of  periodical, 
but  in  the  case  of  the  publisher  of  books  only,  the  test  of  accurate 
accounting  will  be  applied  in  a  somewhat  different  form. 

As  has  been  stated,  the  publisher  should  have  an  account  showing  the 
cost  of  each  publication.  This  applies  in  no  degree  less  importantly  to  books 
than  to  periodicals.  Especially  is  it  important  in  the  case  of  books,  as  here 
the  publisher  is  dealing,  as  it  were,  in  trust  with  the  property  of  another 
individual,  and  he  has  to  keep  such  accounts  as  will  enable  him,  should  he 
be  called  upon  to  do  so,  to  produce  properly  vouched  statements  to  those 
with  whom  he  does  his  business. 

The  Cost  Account  will,  as  in  the  cases  referred  to,  be  charged  with  the 
printing,  paper,  and  binding,  and  will  be  credited  with  the  value  at  selling 
price  of  the  particular  work,  the  same  care  being  taken  in  the  matter  of 
review  and  gratis  copies  and  any  discounts  and  allowances.  The  deliveries 
of  books  published  are  more  easily  traceable  than  those  of  newspapers  and 
periodicals,  the  sales  of  such  a  publication  being  for  account  and  not  for 
cash.  Any  number  of  copies  that  might  be  sold  for  cash  would  be  entered 
up  at  intervals,  or  the  ordinary  debit  notes  passed  to  a  cash  sales 
department. 

A  publisher's  arrangements  with  authors  vary  according  to  the  terms  of 
the  agreement,  and  may  be  classified  as  follows : — 

(1)  Sale  of  Copyright  to  the  publisher. 

(2)  Eoyalty  to  author  on  sales. 

(3)  Profits   shared  equally,   or   according    to   other    fixed    proportion 

between  author  and  pubhsher. 

(4)  The  whole  publication  at  author's  risk  and  expense. 

Whichever  of  the  above  arrangements  is  made  by  the  publisher,  the 
accurate  keeping  of  the  Cost  Account  is  necessary  and  important,  and  will 
differ  but  little  in  form. 

In  the  case  of  a  sale  outright  to  the  publisher,  he  will  charge  to  his 
Copyright  Account  the  sum  paid  to  the  author,  and  he  will  be  enabled  to 
ascertain  from  his  Cost  Account  the  profit  on  the  publication  when  stock 
is  taken. 

In  the  case  of  royalties  to  be  paid  to  the  author,  the  Cost  Account, 
together  with  the  Stock  Book  and  the  Analysis  of  Sales  Book,  will  supply 
the  necessary  information  as  to  the  amount  of  such  royalties. 

In  the  case  of  the  half-profits  arrangements,  it  is  not  unusual  for  the 
publisher  to  reserve  ten  per  cent  on  the  credit  sales  as  an  indemnity  against 
bad  debts. 

In  the  case  of  an  author  undertaking  to  pay  all  the  expenses  of  an  issue 
of  his  work,  it  is  usual  for  the  publisher  to  charge  a  commission  on  the  cost 
as  well  as  on  the  sales,  the  author  gaining  the  benefit  of  the  experience  of 
the  publisher,  which  would  not  be  sufficiently  remunerated  by  a  commission 
on  the  value  of  the  copies  sold,  especially  in  the  case  of  a  small  edition  of 
an  expensive  work. 

It  wiU  be  seen  that  the  accurate  keeping  and  recording  of  a  publisher's 
stock  is  most  essential  to  the  successful  carrying  on  of  his  business,  as 
whether  he  owns  the  copyright  himself  or  shares  it  with  the  author,  or  is 
simply  an  agent  paid  on  arranged  terms  of  commission,  it  is  he  who  receives 
and  is  responsible  for  the  deliveries  of  a  publication,  and  can  be  called  upon, 
therefore,  to  make  good  any  deficiency,  whether  it  be  attributed  to  dishonest 
VOL.  V  27 
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employees  or  bad  book-keeping.  Publishers  have  various  ways  of  keeping 
a  record  of  stock,  but  in  this  as  in  many  other  forms  of  account,  the 
simplest  is  the  best,  and  an  ordinary  debit  and  credit  Ledger  has  been  found 
in  practice  to  be  better  than  an  elaborate  schedule  with  many  columns. 
Below  is  appended  a  form  of  Stock  Book  which  can  be  adopted  in  most 
cases,  or  altered  to  meet  special  requirements. 


Dr. 

Name  of  Publication 

Or. 

Date  of  Delivery. 

Number 
of  Copies. 

Price. 

Date  of  Despatch. 

Number 
of  Copies. 

To  whom  sent. 

Price. 

£     s.    d. 

£     a.    d. 

This  record  of  stock  is  subsidiary  to  the  system  of  book-keeping,  but  its 
correctness  is  proved  at  any  time  by  taking  the  stock  of  any  particular 
publication,  a  correctness  which  depends  on  the  care  with  which  entries  are 
made  at  the  time  the  books  are  delivered  or  despatched,  and  to  ensure  this 
the  usual  system  of  delivery  and  order  notes  is  all  that  is  required. 

Where  copyrights  are  owned  by  the  publisher  regard  must  be  taken  in 
the  matter  of  their  valuation  to  the  demand  for  the  work,  the  price  of  it, 
the  reputation  of  the  author,  and  the  term  of  years  during  which  the  right 
may  exist.  No  rule  can  be  laid  down  for  the  valuation  of  copyrights; 
every  work  and  kind  of  work  must  be  judged  separately,  care  being  always 
taken  not  to  unduly  appreciate  the  value,  as  it  appears  in  the  books  of  the 
publisher  as  an  asset. 

In  addition  to  the  valuation  of  copyrights  there  are  other  particular 
assets  of  a  publisher  which  have  to  be  taken  into  consideration  in  his 
account-keeping.  There  are  rights  in  particular  editions  which  necessitate 
careful  valuing,  as  is  the  case  with  original  drawings  and  first  editions  of 
publications  of  the  firm.  There  are  also  the  process  blocks  used  for  pro- 
ducing the  electros,  which  in  some  cases  are  a  source  of  income  by  being 
hired,  and  can  in  consequence  be  retained  at  a  value  in  the  accounts.  The 
same  applies  to  stereos,  which,  although  as  a  rule  kept  at  the  printers,  may 
be  of  value  in  the  event  of  a  reprint  of  the  publication.  As  in  the  case  of 
copyrights  no  rule  can  be  laid  down  for  the  valuing  of  these  assets,  every- 
thing depending  upon  the  cost  in  the  first  place  and  the  value  of  the 
particular  publication  to  which  they  belong. 

The  cost  of  preparing  and  printing  catalogues  of  past  and  present  pub- 
lications issued  by  a  firm,  although  in  many  instances  very  expensive, 
should  be  charged  direct  to  the  Profit  and  Loss  Account  and  treated  as 
an  advertising  expense. 

In  many  businesses  where  proprietors  of  publications  are  their  own 
publishers,  and  this  is  not  unusual  in  the  case  of  periodicals,  the  publishing 
department  should  be  dealt  with  and  charged  as  if  it  were  a  distinct  busi- 
ness— that  is,  charges  for  deliveries  of  editions  and  issues  should  be  entered 
against  it,  and  the  department  should  keep  and  render  a  full  account  of  all 
the  cash  it  receives  in  respect  of  each  publication,  and  account  for  the 
deliveries  in  the  same  way  as  would  an  outside  publisher.     A  charge  for 
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commission  at  a  certain  percentage  arranged  for  could  be  made  by  the 
department,  which  would  out  of  such  commission  pay  a  proportion  of  the 
rent,  wages,  and  salaries  connected  solely  with  the  work  of  that  branch  of 
the  business. 

The  following  transactions  of  the  publication  of  a  monthly  magazine 
for  the  three  months  ending  30th  June  are  given  as  an  example : — 


Stock  at  1st  April 
Stock  at  30th  June 
Cash  received,  1st  April  to  30th 
June. 


Deliveries 

Keturns 
Waste 
Gratis 
Credit  Sales 


Do. 

Do. 
Do. 
Do. 
Do. 


do. 

do. 
do. 
do. 
do. 


£837  0  0  as  in  Stock  Book. 

782  0  0  Do. 

1965  0  0  from  Cash  Book. 

6324  0  0  Deliveries     Sheets     as 
Printer's  Accounts. 

163  0  0  as  in  Returns  Book. 

438  0  0  as  in  Stock  Book. 

212  0  0  as  in  Gratis  Book. 

3978  0  0  as  in  Sales  Day  Book. 


shown     in 


The  Journal  Entries  would  he — 

Dr.       £7324      0     0 


Publishing  Office 

To  Stock  Account — 

For  Stock  on  hand  at  1st  April  1903     . 
To  Magazine  "  A  "  Cost  Account — 

For   Deliveries  as  on    Delivery   Sheets, 
from  1st  April  to  30th  June. 
To  Sales  Ledger  Account — 

For  Returns,  the  amount  being  credited 
in  detail  to  the  respective  Accounts. 

Magazine  "  A "  Cost  Account  .  .         Dr. 

To  PubHshing  Office— 

For  Waste  Copies  turned  out  (here  give 

date  and  particulars). 
For   Gratis  Copies,  as  entered  in   Day 
Book  folios. 


Sales  Ledger  Account 

To  Publishing  Office— 

For  Credit  Sales,  as  entered  in  Sales  Day 
Book. 

Stock  Account      ....         Dr. 
To  Publishing  Office— 

For  Stock  on  hand  at  30th  June  1903 
(particulars  and  prices  with  refer- 
ence to  Stock  Book). 


£837     0 
6324     0 


£650     0     0 


£438 
212 


Dr.       £3978      0     0 


£782     0     0 


163     0     0 


0     0 
0      0 


£3978     0     0 


£782     0     0 


Dr. 


Publishing  Office  Account 


Cr. 


To  Stock,  1st  April  1903 
,,  Deliveries . 
,,  Returns     . 


,,  Balance     . 


£ 

s. 

d. 

837 

0 

0 

6324 

0 

0 

163 

0 

0 

7324 

0 

0 

51 

0 

0 

7375 

0 

Ai 

By  Cash 
,,   Waste     . 
,,    Gratis 
,,    Sales 

,,    Stock,    30th    June 
1903    . 


a,  s.  d. 

1965  0  0 

438  0  0 

212  0  0 

3978  0  0 

782  0  0 

7375  0  0 
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The  figures  given  in  this  example  represent  the  trade  or  selling  price  of 
the  publication,  and  are  worked  out  at  so  much  a  quire  or  dozen. 

The  cash  received  would  be  for  sales  on  the  respective  publishing  days, 
and  would  be  verified  by  the  payments  into  the  bank. 

The  deliveries,  which  should  be  fully  set  out  by  the  printer  on  the 
sheets  sent  by  him  to  the  publisher,  and  carefully  checked  and  initialled 
by  the  manager  of  the  publishing  office,  form  the  basis  of  the  account,  and 
should  be  most  carefully  checked  both  as  to  quantity  and  price,  as  if  any 
error  is  made  the  whole  account  is  thrown  out  of  gear,  and  it  is  at  times 
most  difficult  to  trace  a  mistake  made  by  a  careless  carman  or  packer.  The 
publisher  should  have  such  a  sufficient  inside  check  as  will  enable  him  to 
assume  responsibility  for  the  whole  of  the  deliveries  as  shown  on  the 
delivery  sheets. 

In  periodical  accounts  care  must  be  taken  that  there  is  no  overlapping 
as  between  the  deliveries  by  the  printer  and  the  date  of  publication ;  that 
is  to  say,  the  printer  may  deliver  goods  in  advance  which  are  not  to  be 
published  until  after  the  date  at  which  the  account  closes,  the  consequence 
being  that  the  publisher  is  charged  with  a  quantity  of  goods  for  which  he 
is  not  really  responsible  until  the  succeeding  quarter  or  half-year,  as  the 
case  may  be. 

The  item  "  waste  "  represents  the  selling-price  of  copies  of  the  publication 
unsold  and  of  no  value.  The  publisher  having  been  charged  at  full  price 
with  the  whole  of  the  deliveries,  he  is  entitled  to  take  this  into  his  accounts, 
and  is  responsible  only  for  whatever  amount  he  may  receive  from  the  dealer 
to  whom  he  sends  the  waste  copies.  They  are  generally  sold  by  weight, 
and  in  a  large  number  of  instances  are  sent  back  to  the  paper-mill  to  be 
used  in  manufacturing  cheaper  paper,  it  being  injurious  to  the  circulation 
of  any  periodical  claiming  to  have  a  reputation  for  any  considerable  number 
of  copies  of  it  to  be  "  hawked  "  about.  This  question  of  waste  requires  very 
careful  handling,  as  it  is  apparent  that  under  this  head  there  may  be 
considerable  leakage.  The  prices  obtained  for  it,  however,  are  generally 
uniform,  and  the  weight  of  so  many  quires  is  about  the  same,  so  that  the 
keeper  of  the  accounts  can  tell  fairly  accurately  what  sum  should  be  received 
for  so  many  copies.  In  a  Stock  Book  which  is  properly  written  up  it  would 
be  easy  to  earmark  the  various  items  that  are  to  be  turned  out  for  waste. 

The  item  "  gratis  copies  "  sufficiently  explains  itself.  The  item  "  credit 
sales  "  is  the  total  of  the  Day  Book  for  the  period,  the  items  being  posted 
into  the  Sales  Ledger  in  the  ordinary  way. 

It  will  be  seen  that  the  Sales  Ledger  Account  is  a  representative 
account,  and  the  balance  at  the  debit  at  any  time  should  correspond 
exactly  with  the  total  of  the  amounts  owing,  the  totals  of  the  cash  receipts 
and  discounts  allowed  being  correctly  journalised. 

In  the  example  of  the  "  Publishing  Office "  Account  it  will  be  seen 
that  there  is  a  credit  balance  of  £51.  This  might  arise  from  the  wrong 
amount  of  stock  being  stated  on  either  side,  or  some  difference  in  prices 
between  the  deliveries  made  and  the  sales.  Often  in  actual  practice  the 
Publishing  Office  Account  does  show  a  profit  by  reason  of  sales  of  "  overs  " 
referred  to,  or  odd  copies  being  sold  at  a  price  a  little  in  excess  of  that 
obtained  by  the  publication  when  sold  by  the  quire  or  dozen,  a  publisher's 
dozen  being  as  a  general  rule  thirteen. 

The  following  is  an  example  of  a  Cost  Account  worked  into  a  Publishing 
Account,  and  it  will  be  seen  that  the  items  "  waste  copies "  and  "  gratis 
copies "  are  charged  from  the  Journal  entries  given  in  the  example,  as  is 
the  case  in  the  amount  credited  for  deliveries. 
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Dr. 


Cost  Account,  Magazine  "A  " 


Cr. 


To  Printing  Accounts,  including 
Binding,  Stitching,  etc.  . 

,,   Paper  Account 

,,  Waste  Copies 

,,  Gratis  Copies 

,,  Advertising  Expenses 

,,  Sundry  Expenses . 

,,  Literature     . 

,,  Editing 

, ,  Salaries  and  Wages 

,,  Balance  forward,  Value  of 
Stock  .... 

,,  Balance  Protit  to  General 
Profit  and  Loss  Account  . 


£ 

s. 

d. 

2096 

0 

0 

1213 

0 

0 

438 

0 

0 

212 

0 

0 

342 

0 

0 

102 

0 

0 

162 

0 

0 

200 

0 

0 

142 

0 

0 

782 

0 

0 

635 

0 

0 

6324 

0 

0 

By  Deliveries 


&        8.    d. 
6324     0  '  0 


6324     0     0 


By  Balance 


£782    0    0 


The  charges  under  the  head  of  printing,  binding,  and  paper  will  arise 
in  the  ordinary  manner,  by  credit  being  passed  to  the  respective  personal 
accounts  in  the  Bought  Ledger.  The  Expenses  Accounts,  Advertising,  and 
others  will  be  transferred  from  these  accounts  opened  in  the  Private 
Ledger. 

The  Balance  forward,  which  corresponds  to  the  value  of  the  stock  on 
hand,  is  thus  dealt  with  in  the  example,  because  as  a  rule,  in  the  case  of 
periodicals  and  magazines,  it  is  not  advisable  to  assume  any  value  to  back 
copies,  or  to  stock  until  it  is  sold,  and  even  then  the  system  of  sending  out 
publications  on  "  Sale  or  Eeturn  "  has  to  be  borne  in  mind  when  making 
up  accounts  of  this  nature  and  duly  allowed  for.  In  the  example  there  is 
a  Stock  Account  in  debit  £782,  and  no  value  at  all  is  placed  on  it,  a 
similar  amount  being  deducted  before  arriving  at  the  profit  of  £635. 

In  the  case  of  books  and  publications  of  a  more  substantial  character 
the  stock  may  be  assumed  to  be  of  value  to  the  amount  of  its  cost  if  the 
sale  is  a  continuing  one ;  but  in  this,  as  in  other  questions  of  the  valuation 
of  stocks,  each  particular  case  must  be  judged  on  its  merits. 

An  important  part  of  the  pubhsher's  business,  especially  in  regard  to 
newspapers  and  periodicals,  is  the  proper  recording  and  entering  up  of  the 
advertisements  in  the  publication.  Although  this  is  more  in  the  depart- 
ment of  the  proprietors  than  of  the  publisher,  it  is  thought  well  to  introduce 
here  some  description  of  the  accounts  dealing  with  charges  for  advertise- 
ments, as  in  so  many  cases  the  two  departments  are  owned  by  the  same 
firm. 

The  amount  received  from  advertisements  is,  in  a  large  number  of  pub- 
lications of  the  class  now  being  specially  dealt  with,  the  principal  source  of 
revenue,  and  it  is  important  that  a  separate  set  of  accounts  should  be  kept 
and  accurately  balanced  periodically  to  deal  with  this  important  source  of 
income. 

Eeference  here  need  not  be  made,  except  very  briefly,  to  the  important 
work  of  allocating  the  various  spaces  in  the  publication  to  the  respective 
advertisers.  The  price  is  according  to  scale,  and  varies  in  relation  to  the 
circulation.  A  marked  copy  of  the  publication  with  the  prices  and  discounts 
and  names  of  the  account  to  which  the  charge  is  to  be  made  should  be  first 
prepared,  and  from  this  the  charges  can  be  made  into  the  Advertisement 
Day  Book.  This  book  should  be  properly  ruled,  so  as  to  save  as  much  time 
and  labour  as  possible.     The  ruling  below  is  for  a  weekly  publication,  and 
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can  be  altered  to  meet  the  needs  and  requirements  of  a  monthly  or  daily- 
issue  : — 


Date. 

Advertisement. 

Particulars. 

Remarks. 

To  whom 
charged. 

2 
1 

Jan.  7. 

6 

1 

Jan.  14. 

d 

Jan.  21. 

6 
1 

Jan.  28. 

£    s.  d. 

£   s.  d. 

£    8.  d. 

£    s.  d. 

The  Advertisement  Ledger  differs  in  no  respect  from  ordinary  commercial 
Ledgers,  and  the  charges  are  made  into  it  from  the  book  above  described. 

Sufficient  description  of  a  publisher's  accounts  has  here  been  given  to 
show  that  considerable  confusion  would  arise  in  the  account-keeping  of  a 
publishing  house  whose  transactions  are  extensive  unless  the  Invoice  and 
Day  Books  are  properly  kept  and  the  Bought  and  Sold  Ledgers  regularly 
posted  up  and  accurately  balanced.  The  correct  rendering  of  statements  of 
account  to  authors  and  others  to  which  reference  has  been  made  is  only 
possible  if  the  system  of  accounting  is  thorough  and  efficient.  AU.  those 
precautions  and  checks  which  exist  in  every  well-organised  business  in  its 
account-keeping  must  be  adopted  by  the  publisher,  and  book-keeping  by 
double  entry  is  absolutely  necessary  that  they  may  be  effective. 

A.   E.   WOODINGTON. 

Pupil. — In  Scots  Law  a  female  under  twelve,  and  a  male  under 
fourteen,  are  termed  pupils,  and  are  regarded  as  in  a  state  of  absolute 
incapacity.  Any  act  done  by  a  pupil,  or  action  raised  in  his  name,  without 
the  concurrence  of  a  guardian  is  ineffectual,  while  any  action  raised  against 
a  pupil  without  calling  his  tutors  is  treated  as  a  mere  decree  in  absence. 
The  law  regards  pupils  as  quite  incapable  of  transacting  business,  which 
can  only  be  done  for  them  by  means  of  a  guardian  or  tutor.  The  person 
entitled  to  be  tutor  to  a  pupil  is  the  father,  and  faiUng  him  the  mother 
See  "  Minors,"  "  Judicial  Factor." 

Put  and  Call.    See  Options. 

Quasi  Partnership. — Under  the  Partnership  Act,  1890,  every- 
one who,  by  words  spoken  or  written,  or  by  conduct,  represents  himself,  or 
who  knowingly  suffers  himself  to  be  represented  as  a  partner  in  a  par- 
ticular firm,  is  liable  as  a  partner  to  anyone  who  has,  on  the  faith  of  any 
such  representation,  given  credit  to  the  firm,  whether  the  representation 
has  or  has  not  been  made  or  communicated  to  the  person  so  giving  credit 
by  or  with  the  knowledge  of  the  apparent  partner  making  the  representa- 
tion or  suffering  it  to  be  made.  This  section  practically  defines  what 
conduct  wiU,  by  the  law  of  estoppel,  make  a  person  a  quasi  partner,  and 
thus  render  himself  liable  as  a  partner  to  the  persons  who  have  acted  on 
the  faith  of  his  "  holding  himself  out "  as  a  partner.     (See  "  Partnership.") 

Quit  Rent  is  a  small  yearly  payment  made  by  freeholders  or  copy- 
holders of  a  manor  to  the  lord,  whereby  the  tenant  gets  quit  and  free  from 
all  other  services. 
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Quorum. — The  number  of  persons  required  to  constitute  a  meeting 
of  some  administrative  body.  In  connection  with  joint-stock  companies, 
the  Articles  of  Association  usually  contain  regulations  regarding  the 
number  required  to  constitute  a  quorum.  (See  "Company  (Quorum,") 
vol.  ii.  p.  164) 

Rack  Rent. — A  rent  of  the  full,  or  very  nearly  the  full  annual 
value  of  the  property  out  of  which  it  arises.  Sometimes  the  term  has  a 
special  meaning,  as,  for  example,  in  the  Public  Health  Act,  1875,  where 
a  rack  rent  is  defined  as  "  rent  which  is  not  less  than  two-thirds  of  the  full 
net  annual  value  of  the  property  out  of  which  it  arises." 

Railway  Accounts  and  their  Audit.— The  science  of 

accountancy  has  been,  and  continues  to  be,  one  of  the  most  potent  and 
necessary  factors  for  the  progressive  development  of  all  classes  of  enterprise 
involving  the  treatment  of  fiscal  transactions.  In  no  instance  is  this 
assertion  more  clearly  substantiated  than  in  the  case  of  the  financial  records 
kept  by  railway  companies.  The  accurate  treatment  and  preparation  of 
these  records,  especially  in  the  higher  branches,  demand  considerably  more 
than  a  rudimentary  knowledge  of  book-keeping  proper ;  for  while  the  strict 
observance  of  double  entry  principles  is  a  primary  essential  in  railway  book- 
keeping, the  application  of  those  principles  finds  expression  in  a  variety  of 
forms,  abstracts,  summaries,  and  returns  of  an  apparently  complex  nature. 
At  the  same  time,  once  the  constructive  principles  of  railway  accounting 
are  thoroughly  grasped,  no  system  of  financial  records  could  well  be  more 
clear  or  better  adapted  for  effectively  dealing  with  the  extensive  details 
concerned.  At  a  later  stage  it  wiU  be  pointed  out  that  this  observation  has 
to  be  modified  in  the  case  of  the  usual  half-yearly  statements  issued  to 
shareholders. 

Owing  to  the  extensive  nature  of  this  subject,  the  object  of  the  present 
article  is  confined  to  a  description  of  the  governing  principles  upon  which 
the  accounts  depend,  and  the  duties  of  the  auditors  in  relation  thereto. 
For  a  detailed  and  comprehensive  exposition  of  the  subject  the  reader's 
attention  is  directed  to  the  valuable  work  upon  Railway  Accounts  and 
Finance  by  Mr.  J.  Alfred  Fisher. 

In  order  to  make  the  subject  more  readily  understood,  it  is  dealt  with 
in  two  sections : — 

First : — A  consideration  of  the  principles  already  mentioned,  of  the 
methods  employed  to  record  the  financial  operations,  and  of  the  departments 
directly  connected  therewith. 

Second : — Observations  upon  the  classified  summaries  and  returns,  and 
their  treatment  in  the  principal  books  of  account,  and  upon  the  half-yearly 
statements  issued  to  shareholders. 

Some  duties  of  the  professional  auditor  will  also  be  incidentally 
mentioned  in  relation  to  certain  matters  pertaining  to  both  sections. 

Before  discussing  the  first  part  of  our  subject,  and  in  order  that  we 
may  better  understand  the  same,  it  will  be  well  to  notice  a  few  of  the 
distinctive  features  of  a  railway  company.  One  of  the  most  noticeable 
differences  between  railway  companies  and  other  companies  is  that  the 
former  are  not  limited.  They  are  incorporated  by  special  Act  of  Parlia- 
ment, wherein  are  defined  the  powers  belonging  to  the  particular  railway 
company,  the  course  over  which  it  may  proceed,  and  the  capital  with  which 
it  begins  its  career. 

Another  point  to  be  observed  is  the  variety  of  stocks  issued  by  a  railway 
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company,  each  bearing  a  different  rate  of  interest.  Most  of  these  stocks  are 
authorised  when  the  railway  comes  into  existence ;  the  Act  of  Parliament 
will  specify  what  are  the  borrowing  powers  of  the  railway.  These  borrowing 
powers  cannot  be  exercised  until  one-half  of  the  ordinary  share  capital  has 
l>een  paid  up,  and  then  only  by  special  resolution  of  the  proprietors.  During 
the  construction  of  a  railway  they  can  be  exercised  only  to  the  extent  of 
one-third  of  the  amount  expended.  When  a  railway  finds  it  necessary  to 
extend  its  property,  or  acquire  other  railway  companies  by  purchase,  and 
further  capital  is  required  to  carry  out  these  arrangements,  if  the  capital 
authorised  under  the  primary  Act  has  all  been  employed  in  the  construc- 
tion and  equipment  of  the  railway,  then  a  new  Act  must  be  obtained  from 
Parliament  which  will  afford  the  necessary  facilities.  All  this  entails  a 
hearing  before  a  Parliamentary  Commission,  which  takes  evidence  in  favour 
or  otherwise  of  the  Bill  promoted  for  this  purpose. 

It  should  be  stated  that  before  a  Bill  for  further  powers  is  ofiicially 
presented,  its  provisions  must  be  first  submitted  to  an  extraordinary  general 
meeting  of  the  shareholders,  and  if  their  consent  is  obtained,  the  measure 
is  embodied  in  a  Bill  and  laid  before  Parliament,  which  then  refers  it  to  the 
Commission  just  mentioned.  It  frequently  becomes  necessary  for  the  railway 
company  to  purchase  more  land  than  is  needed  for  immediate  purposes ;  this 
obligation  arises,  for  instance,  when  it  is  desired  to  construct  a  line  across  part 
of  an  estate,  and  the  whole  of  it  has  to  be  purchased  outright.  Thus  it  is  that 
railway  companies  become  extensive  landowners,  and  as  such  they  let  off  on 
rent  or  lease  such  portion  of  the  land  or  other  property  as  may  not  be 
required  for  the  time  being.  Upon  the  security  of  these  rents  a  stock  is  raised 
called  rent  charge  stock,  which  receives  interest  at  a  fixed  rate,  and  ranks 
for  dividend  in  priority  to  all  other  stocks  except  debenture  stocks.  An 
additional  security  is  also  afforded  to  rent  charge  stock  by  the  rents  accruing 
from  lines  rented  by  or  leased  to  other  companies. 

Assuming  that  no  opposition  to  a  proposed  Bill  is  forthcoming,  and  that 
the  powers  sought  therein  are  sanctioned  by  the  passing  of  the  same,  the 
further  capital  authorised  in  the  Act  is  created  from  time  to  time  according 
to  requirement,  and  in  due  course  becomes  part  of  the  capital  of  the  com- 
pany. There  are  necessarily  a  variety  of  expenses  in  connection  with  the 
passing  of  a  Bill  for  further  powers  through  ParUament.  These  expenses 
are  charged  to  capital  as  part  of  the  outlay  incidental  to  the  new  extension 
or  acquirement  if  the  application  is  successful ;  if  unsuccessful  then  these 
expenses  must  be  paid  out  of  revenue.  When  first  issued  the  capital  is 
divided  into  shares,  the  calls  on  which  are  payable  at  stated  intervals,  as  in 
the  case  of  ordinary  companies.  On  becoming  fully  paid  up  the  shares  may 
be  converted  into  stock  by  consent  of  the  proprietors  obtained  at  a  general 
meeting,  provided  the  terms  of  issue  admit  of  this  proceeding.  If  converted 
into  stock  the  original  share  accounts  are  closed,  and  stock  accounts  opened 
in  their  stead. 

The  principal  classes  of  stock  into  which  the  capital  of  a  railway  company 
is  divided  are : — 1.  Debenture  Stock.  2.  Rent  Charge  Stock.  3.  Consoli- 
dated Guaranteed  Stock.  4.  Consolidated  Preference  Stock.  5.  Cumula- 
tive Preference  Stock.  6.  Consolidated  Ordinary  Stock.  7.  Deferred 
Ordinary  Stock. 

Nos.  1  to  4  usually  bear  a  fixed  rate  of  interest,  payable  half-yearly.  In 
the  event  of  an  insufficiency  of  revenue  to  meet  the  interest  accrued  due 
they  take  priority  in  the  order  given  above ;  debenture,  and  debenture  stock 
interest,  is  payable  whether  there  be  a  credit  surplus  on  revenue  account  or 
not.     The  dividends  on  Nos.  6  and  7  vary  according  to  the  revenue  made 
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by  the  company  in  each  half-yearly  period,  the  deferred  ordinary  stock 
ranking  for  dividend  when  a  certain  percentage  has  been  paid  on  the 
ordinary  stock. 

The  cumulative  preference  stock  receives  dividends  contingently  on  each 
half-year's  profits  after  existing  preference  stock  dividends  are  satisfied. 
Many  companies  create  several  preference  stocks  distinguished  by  the  years 
in  which  they  come  into  existence.  Such  stocks  rank  for  dividend  accord- 
ing to  age,  the  first  issue  having  the  first  charge  on  all  revenue  available  for 
preference  dividends  after  payment  of  prior  charges. 

In  addition  to  providing  means  for  the  conveyance  of  passengers  and 
goods  from  place  to  place,  most  railway  companies  act  as  forwarding  agents, 
carriers,  steamship  owners,  flat  owners,  warehousemen,  hotel  proprietors,  cab, 
cart,  and  team  owners,  omnibus  proprietors,  and  landlords.  These  various 
occupations  cover  a  very  wide  area,  and  give  some  idea  of  the  multiplicity 
of  interests  concentrated  in  a  large  railway  company ;  the  necessity  for  a 
well-trained  and  highly  organised  staff  to  administer  and  protect  those 
interests  will  be  at  once  apparent.  Generally  speaking,  railway  companies  are 
models  of  the  highest  organisation  and  management ;  it  is,  however,  upon 
the  ability  and  energy  of  the  general  manager  that  the  successful  working 
of  a  railway  largely  depends.  His  chief  duties  may  be  shortly  enumerated. 
The  general  manager  is  the  head  to  which  all  officials  of  the  other  departments 
are  subordinated.  He  lays  the  various  departmental  returns  and  reports,  with 
his  comments  thereon,  before  the  directors'  board  meeting  each  week  or  each 
month.  His  main  duty  lies  in  the  direction  and  supervision  of  the  methods 
employed  in  working  the  railway.  For  example,  he  revises  the  time-table 
of  the  line,  and  advises  as  to  the  expediency  of  enlarging  or  curtailing 
existing  facilities  in  the  various  parts  of  the  company's  system,  subject, 
however,  to  the  approval  of  the  directors.  All  the  railway  announcements 
as  to  train  service — excursions,  fares,  regulations,  and  such  like — bear  the 
general  manager's  name  at  the  foot.  Further,  he  has  to  deal  with  any 
alteration  in  the  rates  and  fares  in  force,  also  all  questions  and  proposed 
amendments  affecting  both  existing  arrangements  between  his  company  and 
others  with  which  it  runs  in  connection  or  jointly,  and  the  public  generally. 
He  must  lay  such  information  as  he  may  be  able  to  supply  before  the 
directors,  and  see  that  their  decision  and  wishes  in  these  matters  are  properly 
carried  out. 

The  signing  of  cheques,  advertising  for  tenders  for  stores,  building 
construction,  and  other  similar  contracts,  are  matters  in  which  the  general 
manager  is  not  immediately  concerned.  These  matters  are  part  of  the 
secretary's  duties  which  are  about  to  be  considered,  in  so  far  as  they  have  a 
direct  bearing  upon  the  subject  in  hand. 

There  are  three  features  of  advanced  account-keeping  which  have  their 
highest  development  in  the  accounts  of  railway  companies.  These  are : 
(a)  Accurate  classification  of  details,  (b)  Summarised  periodical  returns 
independently  controlled  from  one  centre,  (c)  Combination  of  all  depart- 
mental transactions  under  the  main  heads  of  capital  and  revenue  receipts 

*°    expenditure,  while  at  the  same  time  the  identity  of  each  department 

is  preserved. 

In  addition  to  these  there  is  also  to  be  remarked  the  extensive  use  that 
is  made  of  "  abstracts  "  and  of  "  returns  "  compiled  in  a  variety  of  styles  to 
suit  the  requirements  of  each  case. 

The  principal  department  directly  connected  with  the  cash  transactions 
of  a  railway  company  is  the  secretary's  office. 

The  secretary  has  to  deal  with  all  the  registers  of  the  different  classes 
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of  stock  into  which  the  company's  capital  is  divided.  Railway  stock 
registers  are  practically  the  same  as  those  of  commercial  companies.  The 
calling  of  board  meetings,  general  or  other  meetings,  signing  of  cheques, 
preparation  of  minutes,  registration  of  transfers,  advices  for  payment,  etc., 
are  all  matters  pertaining  to  the  secretary's  ofi&ce,  and  follow  much  the 
same  line  as  that  adopted  by  other  companies  in  these  directions.  The 
secretary's  duties  in  relation  to  cash  matters  are  those  that  chiefly  require 
our  attention :  first,  then,  as  to  the  treatment  and  record  of  ordinary 
passengers'  fares. 

The  tickets  are  numbered  consecutively,  and  issued  to  each  station  on  the 
system  from  the  accountant's  ofi&ce — 1st,  2nd,  and  3rd  class.  Every  booking 
clerk  has  a  "  Train  Book  "  in  which  he  details  the  number  of  passengers  he 
has  booked  to  each  station  by  any  particular  train.  "When  the  train  has 
departed  the  booking  clerk  makes  up  his  account  for  that  train  by  enter- 
ing receipts  in  the  Train  Book.  (See  Schedule  A,  Form  1.)  Small  slates 
are  attached  to  each  ticket  compartment  in  the  ticket  chest,  upon  which 
the  booking  clerk  writes  the  number  of  the  next  ticket  to  issue ;  from  the 
train  book  he  will  see  what  was  the  last  number  he  issued,  and  by  deducting 
that  number  from  the  one  shown  on  the  slate  he  will  arrive  at  the  total 
number  of  tickets  issued  to  any  particular  station  since  the  departure  of  the 
previous  train.  In  other  words,  he  must  balance  each  train's  receipts  with 
the  number  of  tickets  issued,  and  calculated  according  to  the  scheduled 
rate.  Discrepancies  frequently  arise  where  the  station  is  a  large  one  by 
reason  of  wrong  change,  and  fares  overcharged  and  undercharged.  A  certain 
margin  is  allowed  for  errors  of  this  sort,  but  should  they  become  frequent 
with  any  particular  booking  clerk,  he  is  either  dismissed  or  removed  to 
another  post.  At  the  end  of  each  day  a  book  called  the  "  Daily  Coaching 
Eevenue  Book  "  is  written  up  from  the  Train  Book,  which  shows : — 


Dr. 
Receipts  from — 

Ordinary  passengers 
Special  ,, 

Season  tickets . 
Excess  fares 
Postal  messages 

Total  passengers 
Parcels,  etc. 
Horses,  carriages,  etc. 
Cloak-room 

Total 


Paid  ons  and  througlis  (parcels) 
Paid  horses  and  carriages    . 


By    cash    to    bank     or    district 
cashier     ..... 


Total 


Cr. 


In  order  to  facilitate  the  payment  of  wages,  tradesmen's  accounts,  and 
such  like,  the  railway  is  divided  into  districts  :  a  banking  account  is  opened 
for  each  district,  and  a  cashier  appointed  for  the  same,  to  whom  advice 
notes  are  forwarded  of  each  day's  receipts,  a  duplicate  of  this  advice  sheet 
being  placed  in  the  cash-box  along  with  the  cash  remitted.  (See  Schedule 
A,  Form  No.  2.)  In  this  way  the  cash  taken  at  the  smaller  stations  is 
ultimately  passed  into  the  bank  account  of  the  district  in  which  the  cash 
was  received. 

At  the  end  of  each  month  every  station  renders  a  statement 
in  a  form  called  a  monthly  classification  of  passenger  trafi&c.  (See 
Schedule  A,  Form  No.  3.)  These  forms  are  summarised  monthly,  and  the 
accountant  makes  his  entries  from  the  summaries  into  the  general  books 
of  account. 
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Briefly,  the  history  of  the  fare  is  this.  The  booking  clerk,  after  receiving 
the  fare,  issues  a  ticket  and  enters  up  his  Train  Book.  At  the  end  of  the 
day  he  makes  up  his  daily  coaching  revenue  book,  from  which  he  abstracts 
the  daily  advice  to  the  district  cashier,  to  whom  he  also  remits  the  cash 
received ;  then,  at  the  end  of  the  month,  he  makes  up  the  classification  just 
referred  to,  and  renders  it  to  the  accountant.  From  this  it  is  seen  that  the 
fare,  after  being  paid  to  the  booking  clerk,  is  passed  first  to  the  Bank,  and 
subsequently  detailed  in  the  return  made  to  the  accountant;  finally,it  becomes 
part  of  the  coaching  traffic  receipts  on  the  credit  side  of  the  revenue  account. 

Concerning  the  books  with  which  the  secretary  is  more  particularly 
identified  these  are  of  two  classes — statutory  and  financial. 

The  Statutory  Books  are : — Shareholders'  Minute-Book  (General  Meetings); 
Directors' Minute-Book;  Mortgage  Debenture  Register;  Debenture  Register; 
Register  of  Stock  and  Shareholders ;  separate  registers  are  kept  for  Rent 
Charge,  Guaranteed,  Preference,  and  Ordinary  Stocks ;  Register  of  Transfers; 
Interest  and  Dividend  Books  for  each  class  of  Capital,  including  address 
registers  applying  thereto. 

The  Financial  Books  consist  of: — Stations  Cash-Book;  Bills  Receivable 
Register ;  Secretary's  Cash  -  Book ;  Rent  Collection ;  Daily  Advice  to 
Accountant  (containing  preceding  four  heads). 

First,  considering  the  books  termed  statutory,  there  are  separate  registers 
kept  for  each  class  of  capital ;  and  an  excellent  plan  is  adopted  for  balancing 
the  same,  as  well  as  furnishing  a  complete  list  of  the  proprietors,  with  their 
addresses.  This  book,  which  takes  the  form  of  summarised  balances,  is 
ruled  as  shown  in  Schedule  A,  Form  No.  4.  The  book  may  be  amplified 
by  having  it  so  ruled  and  headed  as  to  admit  of  two  or  three  half-years' 
balances  of  stocks  being  shown  therein.  Moreover,  the  book  is  divided  into 
letters,  so  that  each  letter  can  be  balanced  with  its  corresponding  letter  in 
the  Share  Books,  upon  which  it  forms  a  check ;  the  transfers  are  taken  into 
account  in  the  summary  before  they  are  posted  into  the  Share  Books,  and 
consequently  the  accuracy  of  the  latter  is  established  when  comparing  the  one 
with  the  other.  Columns  could  also  be  provided  for  the  dividends  payable  on 
the  stocks  held,  though  this  would  render  the  book  somewhat  bulky  in  the 
case  of  a  large  company.  For  the  sake  of  convenience  the  Dividend  Books 
are  kept  separate.  The  Dividend  Books  require  columns  for  Share  Ledger 
folio,  name,  amount  of  stock,  dividend,  income  tax,  and  net  amount.  The 
sum  of  the  individual  dividend  amounts  should  agree  with  the  dividend 
earned  by  each  class  of  stock.  The  interest  payable  on  debenture  stock  is 
recorded  separately,  as  well  as  the  Debenture  Holders'  Address  Book,  which 
is  not  included  in  the  form  just  mentioned.  Upon  receipt  of  a  transfer  it  is 
the  secretary's  duty  to  notify  the  holder  whose  shares  are  about  to  be  trans- 
ferred ;  and  upon  receiving  confirmation  of  its  authenticity,  he  registers  the 
transfer,  following  the  customary  procedure  in  ordinary  public  companies. 
The  Share  Register  is  posted  up  from  the  Transfer  Register,  the  Address 
Book  being  posted  from  the  actual  transfers. 

A  few  points  bearing  upon  the  auditor's  duties  in  regard  to  the  Com- 
pany's statutory  books  and  records  can  be  conveniently  noticed  here. 

The  first  documents  to  which  his  attention  should  be  directed  are  the 
Acts  of  Parliament  under  which  the  capital  and  borrowing  powers  of  the 
company  have  been  sanctioned.  This  is  an  important  matter  in  order  to 
detect  any  attempt  to  mis-state  such  powers,  and  to  ascertain  that  the 
powers  conferred  have  not  been  exceeded.  The  auditor  should  next 
examine  the  Directors'  Minute  Book  for  confirmation  of  the  amount  of 
capital  created,  and  the  Shareholders'  Minute  Book  for  authorisation  of  the 
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same.  The  Application  and  Allotment  Books  having  been  examined,  the 
auditor  should  verify  the  due  payment  of  all  calls  on  shares,  and  see  that 
they  have  been  properly  recorded  in  the  secretary's  Cash  Book, 

The  Transfer  Register  calls  for  close  investigation ;  it  is  vouched  from 
the  original  transfers,  in  connection  with  which  documents  the  following 
points  require  attention : — 

1st.  The  deed  must  be  properly  stamped,  and  the  consideration  money 
truly  set  forth  therein.     Where  the  consideration  is  nominal,  a 
10s.  impressed  stamp  is  required 
2nd.  The  transferor  must  be  a  lona  fide  holder  of  stock  or  shares,  and 
all  calls  payable  on  such  holding  must  have  been  duly  received 
by  the  company  before  the  transfer  can  be  accepted. 
3rd.  The  names  of  the  transferor  and  transferee  must  be  duly  witnessed, 
and  the  numbers  of  the  shares  correctly  stated,  and  must  corre- 
spond with  the  numbers  of  the  shares  standing  to  the  credit  of 
the  transferor  in  the  company's  books. 
4th.  The  date  should  fall  between  the  last  period  examined  by  the 
auditor   and   the  one  under  review.     Accordingly,  no  transfer 
should  be  taken  into  account  which  applies  to  a  date  beyond 
that  to  which  the  audit  is  carried. 
5th.  The  transfer  should  be  cancelled  by  the  secretary,  and  the  numbers 
of  new  shares  issued  should  be  specified  thereon.      It  should 
also  bear  the  initials  of  a  director  present  at  the  meeting  when 
the  transfer  was  passed. 
These  points  being  in  order,  and  the  entries  in  the  Transfer  Registers 
found  to  correspond  with  the  transfers  themselves,  the  postings  of  this 
book  to  the  Share  Ledgers  can  be  checked.     The  balances  in  the  Share 
Ledger  accounts  should  be  checked  to  their  respective  headings   in   the 
Address  Book,  and  the  totals  of  these  balances  verified  with  the  total 
amounts  of  the  respective  classes  of  stocks  and  shares  issued  by  the  com- 
pany.    Railway  companies,  like   other  companies,  do  not  recognise   any 
trustees   or  executors   of  deceased   proprietors  on  their  books,  and  con- 
sequently the  names  of  such  trustees  or  executors   must  appear  as  the 
actual  holders  of  the  stocks  or  shares. 

The  reason  for  such  close  examination  into  the  statutory  capital 
accounts  of  the  company  is  : — 

Ist.  To  ascertain  that  the  company  does  not  register  on  its  books  more 
capital  issued  than  has  been  sanctioned  by  the  proprietors,  and  thereby 
incur  unauthorised  liability.  The  abuses  that  may  be  practised  in  this 
connection  by  a  dishonest  secretary  of  a  railway  company  which  has  paid  no 
dividend  upon  a  given  stock  for  many  years,  will  be  evident.  Scrip  has 
been  forged  and  sold  to  the  public,  the  fraud  being  unsuspected  until  the 
payment  of  dividend  reveals  the  existence  of  the  bogus  certificates. 

2nd.  To  ascertain  that  the  registers  fully  disclose  the  capital  called 
up,  and  that  no  proprietors  have  been  omitted  therefrom. 

As  a  further  precaution,  the  counterfoils  of  the  share  certificates  should 
be  examined,  and  the  number  of  shares  issued  according  to  the  Scrip  Book 
compared  with  the  Address  Book ;  all  cancelled  share  certificates  should  be 
attached  to  their  respective  counterfoils. 

Concerning  Mortgage  Debenture  and  Debenture  Registers  the  above 
remarks  will  generally  apply.  The  auditor  must  satisfy  himself  that  any 
debenture  issue  charging  a  particular  part  of  the  company's  property  or 
charging  the  undertaking  as  a  whole  has  been  duly  sanctioned  by  the  pro- 
prietors, and   that   the   proceeding  is  in  conformity  with  the  provisions 


EAILWAY  ACCOUNTS  AND  THEIR  AUDIT  429 

of  the  Act  of  Parliament.  The  remarks  on  ordinary  transfers  just  men- 
tioned equally  apply  to  debenture  stock  transfers. 

The  financial  books  kept  by  the  secretary  will  now  be  considered.  The 
first  of  these  is  the  Stations  Cash  Book;  and  the  secretary,  with  one 
exception,  is  the  only  officer  empowered  to  grant  a  valid  discharge  for 
monies  paid  to  the  company.  Though  in  one  sense  the  public  take  a  receipt 
for  money  when  they  pay  a  fare  and  receive  a  ticket  in  exchange,  still 
the  booking  clerks  and  other  agents  obtain  official  receipts  from  the 
secretary  for  the  amount  of  their  daily  remittances  to  the  Bank  or  district 
cashier.  The  exception  is  that  of  traffic  accounts;  these  are  discharged 
by  the  various  collectors  in  each  district. 

The  Stations  Cash  Book  is  compiled  from  the  Bank  Advice  Sheets.  It 
is  ruled  with  columns  for  coaching,  goods,  minerals,  and  total — showing 
the  amount  received  from  each  station,  and  per  contra,  the  cash  paid  to  the 
various  banks  by  the  district  cashiers,  to  whom  the  secretary's  acknow- 
ledgments are  forwarded  upon  receipt  of  the  Bank  advices.  The  Stations 
Cash  Book  and  Bank  Sheets  are  then  handed  to  the  accountant  for  com- 
parison with  the  Bank  Pass  Books. 

The  Bills  Eeceivable  Book  contains  the  usual  headings,  and  from  it 
the  Bills  Receivable  Register  is  posted,  particulars  stated  being  dates, 
numbers,  and  amounts  only.  To  the  debit  are  posted  the  bills  as  received, 
and  the  credit  is  obtained  from  the  payments  to  the  Bank  when  such  bills 
fall  due,  and  appear  in  the  Pass  Books  to  the  company's  credit. 

Each  day  the  secretary  advises  the  accountant  of  bills  received  for 
customers'  accounts,  this  latter  official  debiting  the  secretary's  bill  accounts, 
and  crediting  the  parties  who  have  accepted  the  bills.  The  bill  account  is 
cleared  by  entries  from  the  Bank  Pass  Book,  when  the  bills  have  matured 
and  been  duly  met.  The  Bills  Register  will  show — to  which  Bank  sent, 
date,  number,  and  amount.  Each  month  the  secretary  renders  a  list  of 
bills  sent  to  the  Bank  for  collection,  and  this  is  compared  with  the  Pass 
Book.  At  the  end  of  each  half-year  the  secretary  makes  a  statement  of 
bills  not  yet  negotiated,  and  which  he  holds  until  maturity.  The  total  of 
these  bills  must  agree  with  the  balances  shown  by  the  Bill  Register,  which 
in  turn  must  be  identical  with  that  disclosed  by  the  secretary's  bill 
account  in  the  General  Ledger  kept  by  the  accountant.  The  balance,  if 
any,  must  always  be  on  the  debit  side  of  the  Ledger  account.  A  separate 
register  of  bills  and  cheques  dishonoured  is  kept  by  the  secretary,  who 
clears  the  account  when  such  bills  and  cheques  have  been  duly  notified  in 
his  daily  advice  to  the  accountant,  and  form  part  of  the  cash  entries 
therein.  It  is  to  be  observed  that  this  advice  to  the  accountant  partakes 
of  the  nature  of  an  account  current  from  one  department  to  another,  and 
hence  it  follows  that  the  return  forms  the  basis  for  entries  in  the  general 
books  of  account,  which  are,  in  the  first  instance.  Journal  entries.  All  cash, 
as  received,  is  paid  to  Bank  at  the  end  of  each  day,  and  a  receipt  obtained 
for  the  same. 

The  secretary's  Cash  Book  proper  deals  with  receipts  and  payments 
other  than  those  connected  with  the  coaching,  goods,  and  mineral  traffic  of 
the  company ;  such,  for  example,  as  the  receipts  and  payments  on  capital 
account,  half-yearly  dividend,  etc.,  salaries  and  wages  for  the  different 
departments  connected  with  the  system,  rents  received  from  company's 
property,  and  generally  all  cash  transactions  passing  through  the  secretary's 
hands  other  than  those  dealt  with  in  the  Stations  Cash  Book. 

The  secretary's  daily  advice  sheet  of  cash  received,  technically  known 
as  the  '  Travelling  Cash  Book '  (see  Schedule  A,  Form  No.  5),  is  a  summary 
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of  the  Stations  and  Secretary's  Cash  Books.  Entries  for  bills  and  cheques 
returned  dishonoured  are  kept  on  separate  sheets,  and  bills  received  by  the 
secretary  are  also  detailed  separately.  When  the  sheets  leave  the  secre- 
tary's ofi&ce  only  such  items  as  pertain  to  his  department  are  extended  to 
the  classification  columns,  the  other  departments  each  examining  it  in 
turn,  in  order  to  extend  the  items  belonging  to  them — the  same  plan 
applying  to  receipts  and  payments  alike.  Finally,  the  sheets  find  their 
way  to  the  accountant's  office,  where  they  are  checked,  and  the  totals  paid 
to  Bank  compared  with  the  Pass  Books.  At  the  end  of  six  months  these 
sheets  are  bound  together,  and  afford  a  record  of  the  secretary's  receipts  and 
payments,  and  of  those  applying  to  other  departments  of  the  railway.  In  this 
way,  to  each  department  are  allocated  only  those  items  pertaining  to  it. 
Some  traders  make  payments  direct  to  the  company's  bankers  by  arrange- 
ment ;  the  accountant  details  these  on  sheets  attached  to  the  statements 
furnished  by  the  secretary,  the  particulars  being  obtained  from  the  Bank 
Pass  Books.  Thus,  while  the  Cash  Book  is  made  up  from  a  variety  of 
sources,  it  yet  forms  a  complete  record  of  the  railway's  cash  transactions 
for  any  period. 

In  most  Eailways  the  item  of  rents  is  extensive,  necessitating  a  separate 
department  and  collectors.  A  separate  Cash  Book  is  kept,  called  the 
Eent  Cash  Book,  detaiUng  the  amounts  received  for  rents  and  the  out- 
goings in  respect  of  the  property.  The  secretary  is  advised  from  time  to 
to  time  by  the  company's  estate  agent  of  all  alterations  in  tenancy,  etc., 
allowances,  reductions,  and  so  forth.  Periodically  a  statement  is  rendered 
to  the  secretary,  giving  all  the  particulars  of  rent  received,  allowances, 
arrears,  dates  of  tenancy,  annual  rent,  and  net  amount  received.  Separate 
rent  rolls  are  kept  for  (1)  tenants  other  than  the  company's  servants,  and 
(2)  tenants  who  are  the  company's  servants,  the  rents  due  from  the  latter 
being  deducted  from  the  wages  payable  to  them.  The  sheets  are  duly 
certified  by  the  estate  agent,  and  the  nett  cash  collected  is  handed  over  by 
him  to  the  secretary,  who  pays  the  same  to  the  company's  Rent  Account 
with  the  bankers.  These  items  subsequently  appear  in  the  Travelling  Cash 
Book  already  mentioned,  from  which  source  the  accountant  credits  them  to 
Rent  Collection  Account  in  the  company's  General  Ledger.  All  rents  due 
and  unpaid  each  half-year  are  dealt  with  in  this  account,  particulars  of 
which  are  obtained  from  the  certified  returns  of  the  estate  agent.  An 
auditor  should  examine  these  returns  as  far  as  is  practicable,  to  see  that 
no  rents  have  been  written  off  as  bad  without  the  sanction  of  the  directors 
as  authorised  in  their  Minute  Book ;  he  should  also  see  that  entries  for 
outstanding  rents  are  correct,  and  that  their  due  payment  is  reasonably 
assured. 

The  Rent  Cash  Book  is  a  classified  one,  and  shows  the  amounts  collected, 
after  stating  in  separate  columns  property  tax  payable  by  the  company, 
allowances,  and  net  cash  paid  to  secretary.  Distinction  is  also  made 
therein  between  company's  servants  and  tenants  other  than  company's 
servants. 

The  Rent  Cash  Book  half-yearly  totals  must  agree  with  the  total 
amount  standing  to  the  credit  of  "  Rents  "  in  the  company's  General  Ledger, 
as  entered  by  the  accountant  from  the  secretary's  Daily  Cash  Advice  Sheets. 
Any  rents  paid  to  the  secretary  direct  are  stated  separately  in  his  Daily 
Cash  Advices,  and  lodged  by  him  in  the  company's  Rent  Bank  Account. 

The  drawing  and  signing  of  cheques  has  been  referred  to  as  part  of  the 
secretary's  duty.  The  method  of  issuing  cheques  adopted  by  railway  com- 
panies differs  from  that  usually  followed  by  other  companies,  although 
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many  commercial  undertakings  are  now  using  what  is  known  as  the  com- 
bined cheque  and  voucher  form.  The  document  generally  used  by  railway 
companies  consists  of  two  parts,  one  being  the  order  for  payment,  or  draft ; 
the  other,  in  some  instances  separated  from  the  draft  by  perforation,  forms 
the  receipt  for  the  money :  the  following  is  a  specimen  of  the  document 
referred  to : — 

The  City  and  District  Railway  Co. 

No.  18729.  To  the  Joint  Stock  Bank,  Ltd. 

Pay  to  A  B  (fe  Co.  the  sum  named  below  on  presentation  of  the  receipt  attached 
hereto  through  a  banker,  duly  signed  and  dated. 

X  Y  Z,  Secretary. 

18729. — Received  from  the  City  and  District  Railway  Co.  the  sum  of  one 
thousand  pounds,  as  per  particulars  furnished. 

Signature 

£1000  (Date) 

The  railway  company  advises  each  of  its  bankers  every  week  of  the 
total  amount  drawn  on  them  upon  a  bank  sheet,  bearing  the  signature  of 
the  accountant,  secretary,  and  one  director,  and  made  up  from  the  actual 
cheques.  A  Remittance  Book  is  kept,  ruled  with  columns  for  date,  number, 
and  amount  of  cheque  drawn,  with  as  many  additional  columns  as  there 
are  bankers  with  whom  the  company  have  drawing  accounts.  This  book 
is  compiled  from  the  accounts  passed  for  payment,  and  called  over  with  the 
cheques  issued  to  which  such  accounts  refer,  the  liability  to  error  or 
omission  being  thus  greatly  reduced.  This  method  of  drawing  cheques 
adopted  by  railway  companies  has  decided  advantages,  among  which  may 
be  mentioned  the  regular  sequence  of  vouchers  and  the  prompt  acknow- 
ledgment of  remittances. 

It  is  to  be  observed  in  passing,  that  these  documents  are  not  cheques 
in  the  strict  sense  of  the  term — a  cheque  being  an  unconditional  order  to 
pay :  whereas  a  condition — that  the  receipt  is  duly  signed  and  dated — is 
attached  to  the  form  under  notice. 

Clearly  no  tradesman  can  obtain  the  cash  for  his  draft  untU  he  has 
signed  the  receipt  printed  or  written  at  the  foot  thereof.  Upon  payment 
of  the  drafts,  if  duly  signed  and  dated,  and  otherwise  in  order,  the  Bank 
upon  which  they  are  drawn  sends  the  completed  receipts  with  the  cancelled 
drafts  to  the  railway  company ;  the  receipts  then  become  vouchers  for  pay- 
ments made.  The  Bank  will  probably  require  a  guarantee  from  the  railway 
company  against  any  loss  arising  through  payment  in  good  faith  to 
unauthorised  persons.  The  railway  companies  state  in  the  advices  accom- 
panying remittances  to  tradesmen,  that  they  require  no  receipt  other  than 
those  appended  to  such  remittances. 

The  Minute  Books,  though  classed  under  the  heading  of  statutory 
books,  are  so  intimately  connected  with  financial  matters  that  their  con- 
sideration has  been  purposely  deferred  to  this  point.  The  correct  recording 
of  proceedings  at  meetings  held,  which  these  books  are  intended  to  set  forth, 
entails  a  good  deal  of  work  upon  the  secretary;  especially  is  this  the  case  with 
the  Directors'  Minute  Book.  In  the  Shareholders'  Minute  Book  the  proceed- 
ings at  each  half-yearly  meeting  are  recorded,  also  the  proceedings  which 
take  place  at  any  extraordinary  general  meetings  that  may  be  held.  The 
proceedings  at  ordinary  general  meetings  are  similar  each  half-year ;  it  is 
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an  important  duty  for  the  auditor  to  examiue  the  statements  in  this  book, 
since  thereby  he  obtains  confirmation,  or  otherwise,  of  dividends  authorised, 
which  will  subsequently  have  been  passed  through  the  Directors'  Minute 
Book  for  payment ;  also  the  authorisation  for  a  further  issue  of  any  class  of 
stock,  or  the  preparation  of  a  bill  conferring  further  powers,  and  other 
matters  of  a  like  nature  for  which  the  consent  of  proprietors  is  required. 

It  is,  however,  in  the  Directors'  Minute  Book  that  the  points  arise 
which  principally  require  the  auditor's  attention:  it  can,  in  fact,  be 
said  that  his  duties  really  begin  here,  since  it  is  obvious  that  no  pro- 
fessional auditor  or  auditors  could  examine  transactions  of  such  magnitude 
as  those  of  a  large  railway  company,  in  detail,  within  the  time  available  for 
the  official  half-yearly  audit;  practically  his  official  responsibility  commences 
with  the  certified  summaries  and  documents  placed  before  him,  these 
summaries  and  documents  having  been  previously  examined  and  signed 
as  correct  by  the  company's  audit  staff.  It  is  important  to  bear 
in  mind  that  the  station  bookings  and  cash  are  not  left  entirely  to 
the  honesty  of  the  booking  clerk;  his  Train  Books  and  tickets  are 
subject  to  examination  by  the  railway  company's  district  auditor,  who 
makes  a  round  of  the  stations  in  his  district  at  such  times  as  he  may  think 
fit,  usually  at  irregular  intervals  and  at  unexpected  times.  In  this  connec- 
tion the  practice  of  changing  booking  clerks  is  adopted  to  as  large  an 
extent  as  possible,  having  regard  to  the  requirements  of  each  station.  Such 
a  system  of  internal  check  has  a  double  advantage — it  not  only  acts  as  a 
deterrent  to  fraud,  but  facilitates  the  prompt  rendering  of  monthly  returns 
with  the  least  amount  of  error;  this  is  important  where  varied  and 
numerous  returns  have  to  be  made  out  each  month.  How  far  a  pro- 
fessional auditor's  examination  of  the  various  certified  documents  should 
be  carried  will  necessarily  depend  upon  the  circumstances  of  each  case. 

The  order  in  which  proceedings  at  a  directors'  meeting  are  recorded  is 
as  follows: — First  are  stated  the  names  of  those  present  at  the  preceding 
meeting,  then  the  affirmation  of  the  minutes  of  that  meeting ;  afterwards, 
a  statement  of  the  company's  finances,  that  is  to  say,  the  cash  at  bankers, 
cheques  drawn  since  last  meeting,  and  net  balances  at  date  of  current 
meeting.  Next  comes  a  record  of  the  letters  received  by  the  secretary 
connected  with  matters  under  consideration  of  the  Board ;  Wages  Sheets 
are  also  presented  for  confirmation  of  payment,  having  been  previously 
certified  by  the  responsible  heads  of  the  various  departments.  Other 
subjects  mentioned  will  be  the  reports  of  the  superintendent  of  the  line, 
engineer,  locomotive  superintendent,  and  general  manager,  on  matters 
pertaining  to  their  respective  departments.  Transfers  will  be  submitted 
for  ratification  and  approval,  and  acts  done  by  the  heads  of  the  various 
departments,  for  which  a  general  authority  has  been  granted,  will  be  con- 
firmed if  in  order.  The  plan  adopted  with  regard  to  the  accounts  passed 
for  payment  is  to  enter  them  in  a  book  analysed  in  departmental  columns 
(see  Schedule  A,  Form  No.  6).  The  heads  of  expenditure  mentioned  are 
the  principal  ones,  any  account  not  falling  thereunder  is  placed  in  the 
Sundry  Accounts  column,  and  such  items  are  dealt  with  by  the  accountant, 
as  will  be  seen  when  describing  the  entries  to  be  made  from  this  book  each 
half-year.  The  apportionment  of  the  accounts  under  their  proper  heads  is 
made  by  the  secretary's  staff;  his  duty  in  this  matter  is  supervisory  rather 
than  executive,  since  each  department  (which  corresponds  with  the  heads 
of  expenditure  given  in  the  form)  will  render  its  own  batch  of  accounts, 
signed  and  approved  by  the  head  of  that  department,  after  being  thoroughly 
checked  by  the  staff  of  the  same ;  the  secretary's  staff  then  enters  them  up 
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in  order  as  received,  finally  entering  those  accounts  which  specially  apply 
to  the  secretary  and  the  general  manager's  departments. 

From  what  has  been  stated  above  concerning  cheques,  and  the  manner 
in  which  they  are  advised  to  the  bankers,  it  is  clear  that  the  total  amount 
of  cheques  drawn  should  agree  with  the  total  shown  by  the  amount  column 
of  this  book  submitted  to  and  confirmed  at  each  meeting.  In  this  way  the 
auditor  has  a  complete  check  upon  the  payments,  since  every  account  to  be 
paid  must  pass  through  this  book,  which  is  marked  and  signed  by  a  director 
with  the  date  on  which  the  meeting  has  been  held.  Every  account  passed 
is  signed,  marked,  and  dated  by  the  responsible  oJBficials  of  the  various 
departments ;  and  only  accounts  so  authorised  would  be  passed  by  the 
audit  jStaff.  The  one  head  of  expenditure  which  does  not  pass 
through  this  book  is  that  of  wages,  which  is  so  extensive  an  item  that 
a  separate  classified  record  is  kept  for  that  purpose  (see  Schedule  A, 
Form  No.  7). 

The  particulars  of  wages  are  detailed  on  sheets  ruled  with  similar 
columns,  and  also  giving  the  names  of  the  workmen,  the  totals  of  these 
sheets  being  entered  in  the  Wages  Book.  The  wages  having  previously 
been  paid,  the  sheets  are  laid  before  the  meeting  for  confirmation,  and 
passed  in  the  same  manner  as  that  adopted  for  other  accounts  due  from 
the  company,  the  signatures  of  the  heads  of  the  various  departments  and 
that  of  the  general  manager  having  also  been  attached  thereto.  A  cheque 
is  drawn  on  the  company's  district  bankers  for  the  total  amount  of  wages 
payable  in  that  district,  and  the  district  cashier  will  distribute  the  amount 
in  accordance  with  the  Wages  Sheets. 

The  many  advantages  resulting  from  this  system  of  dealing  with 
accounts  due  from  the  company  are  so  obvious  as  hardly  to  require  any 
detailed  comment.  Two  of  these  advantages,  however,  are  worthy  of  more 
than  a  passing  notice.  The  first  is  the  complete  check  aftbrded  on  the 
secretary's  payments,  since  he  cannot  defraud  the  company  by  entering 
items  in  his  Cash  Book  exceeding  in  total  those  disclosed  by  the 
amount  column  of  the  accounts  passed  for  Payment  Book.  Should  any 
such  attempt  be  made  it  is  more  than  probable  that  the  fraud  would  be 
discovered  by  another  department — most  likely  by  the  accountant's  depart- 
ment. The  same  remarks  apply  to  the  method  of  treating  wages,  which 
pass  through  the  hands  of  several  independent  and  responsible  servants 
before  being  actually  paid,  and  subsequently  confirmed.  Enough  has  been 
said  to  show  that  all  reasonable  precautions  are  taken  to  ensure  both 
the  accuracy  and  hona  fides  of  every  invoice  and  description  of  charge 
before  it  is  passed  for  payment ;  as  to  audit,  the  professional  auditor  can  do 
no  more  than  examine  these  outgoings  summarily,  since  from  the  nature 
and  extensiveness  of  the  details  involved  he  has  of  necessity  to  accept  the 
authorisation  of  the  directors,  and  signatures  of  the  manager  and  chiefs  of 
the  departments,  as  confirmatory  evidence.  The  second  advantage  is  this : 
each  head  of  expenditure  whereto  any  account  is  chargeable  is  accurately 
determined  before  the  account  is  paid.  This  practice  in  itseK  saves  endless 
clerical  labour,  and  reduces  within  very  narrow  limits  the  possibiHty  of 
any  item  being  overlooked  or  charged  to  a  wrong  account. 

The  goods  department  is  controlled  primarily  by  the  chief  goods 
manager ;  under  him  come  the  district  superintendents,  and  subordinated 
to  these  officials  are  local  goods  superintendents. 

Before  goods  are  accepted  for  conveyance  a  consignment  note  is  handed 
to  the  railway  company,  which  is  in  the  form  of  a  request  to  the  company 
to  receive  the  goods  mentioned,  and  deliver  the  same  to  the  consignees 
VOL.  V  28 
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named  therein.  The  note  also  gives  particulars  of  the  weight,  description 
of  the  goods,  number  of  packages,  and  whether  the  consignor  or  consignee 
pays  the  carriage,  and  the  name  and  address  of  the  party  who  sends  the 
goods.  The  liability  for  damage  incurred  on  the  goods  in  course  of  transit 
or  delivery  depends  upon  the  terms  declared  at  the  time  of  despatch.  The 
goods  may  be  forwarded  at  owner's  risk  or  at  the  company's  risk ;  the 
latter  is  the  most  usual  condition  under  which  they  are  conveyed;  and 
where  this  is  the  case  the  railway  company  are  under  the  ordinary 
liabilities  affecting  common  carriers.  There  are  a  number  of  conditions 
protecting  the  railway  company  enumerated  on  the  back  of  their  invoices 
and  consignment  notes,  which  in  many  respects  resemble  a  bill  of  lading. 
Notwithstanding  these  conditions,  however,  the  railway  company  cannot 
contract  itself  out  of  the  liability  for  damage  to  goods  caused  by  the 
negligence  of  their  employees,  or  for  delay  in  delivery  of  such  goods, 
provided  the  goods  have  been  properly  declared  in  the  consignment  note, 
and  are  carried  at  the  company's  risk,  for  which  the  prescribed  rate  has 
been  charged.  If  conveyed  at  owner's  or  sender's  risk,  the  goods  are  carried 
at  a  reduced  rate,  but  no  liability  for  damage  or  delay  is  incurred  by  the 
railway  company. 

Invoices  of  charges  for  carriage  and  delivery  of  goods  are  prepared  from 
the  consignment  notes,  these  being  entered  into  a  Consignment  Eegister, 
and  the  invoices  press-copied  for  subsequent  reference.  A  Rate  Book  is 
compiled  in  accordance  with  the  agreed  terms  in  force  from  time  to  time. 
In  this  book  are  enumerated  every  class  and  description  of  goods  carried 
by  the  railway  company,  with  the  names  of  all  stations  in  the  company's 
system.  In  the  case  of  through  traffic,  which  passes  over  other  companies' 
systems,  the  rates  are  fixed  by  the  Railway  Clearing  House  as  previously 
agreed  between  the  companies  interested. 

The  invoices  after  they  are  made  out  and  checked  are  forwarded  to 
the  destination  station,  or  in  the  case  of  through  traffic,  to  the  tran- 
shipping station :  they  are  then  entered  up  in  the  Inward  Invoice  Book, 
whence  they  are  posted  to  the  Station  Ledger.  With  some  railway 
companies  these  invoices  are  all  forwarded  to  the  audit  office,  and  de- 
spatched by  that  office  to  the  various  parties  from  whom  they  are  due ;  in 
other  instances  each  district  despatches  its  own  invoices,  making  a  return 
of  all  invoices  every  month  to  the  audit  office.  In  either  case  the  principle 
involved  is  carried  out,  since  the  invoices  sent  from  one  station  are 
acknowledged  by  the  receiving  station,  and  the  amount  payable  for  carriage 
etc.,  in  respect  of  goods  conveyed  is  accounted  for  in  the  monthly  return 
made  by  the  station  responsible  for  collection  of  the  account. 

When  cash  has  been  received  in  payment  of  an  invoice  the  amount  is 
entered  in  the  Station  Goods  Cash  Book,  and  from  there  posted  to  the 
credit  of  the  party  from  whom  it  was  due.  The  cash  collected  is  handed 
over  each  day  to  the  district  cashier,  who  banks  it  along  with  the  receipts 
from  passenger  traffic,  and  advises  the  secretary  in  manner  already  described. 
Undercharges  or  overcharges  are  usually  settled  separately  in  the  next 
month's  account,  the  invoices  to  which  they  apply  being  settled  within  the 
month  succeeding  that  in  which  they  are  rendered.  At  the  end  of  a  month 
returns  are  made  to  the  audit  office  of  accounts  outstanding  on  goods  and 
mineral  traffic,  and  a  statement  of  goods  in  stock  awaiting  delivery,  or  held 
by  the  company  till  claimed  by  the  consignees,  is  sent  to  the  audit  office 
also. 

Bad  debts  are  advised  to  the  general  manager,  and  can  only  be  cleared 
by  his  authority.     In  the  case  of  through  traffic  notice  must  be  sent  to  the 
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Clearing  House,  so  that  each  company  interested  may  be  debited  with 
its  proper  proportion  of  the  loss. 

In  addition  to  the  financial  records  kept  in  connection  with  goods,  etc., 
traffic,  strict  account  is  taken  of  all  goods  received  both  as  to  description 
and  weight,  whether  on  rent,  for  delivery  by  company,  or  awaiting  demand 
by  consignees.  When  delivered,  receipts  are  taken,  and  the  Warehouse 
Books  entered  up  in  accordance  therewith. 

It  frequently  happens  that  the  name  of  the  true  owner  is  unknown, 
since  the  goods  are  forwarded  through  agents  who  collect  the  same  for  that 
purpose.  In  such  instances  the  agents  are  deemed  to  be  the  consignors, 
and  their  name  is  so  described  on  the  invoice,  and  a  similar  position  arises 
where  the  consignees  are  agents. 

The  guard  of  the  goods  train  has  what  is  termed  a  Way  Bill,  which 
contains  a  full  description  of  all  the  goods  carried  by  such  train  on  each 
separate  journey ;  this  document  is  similar  in  nature  to  a  ship's  Manifest, 
and  it  is  the  guard's  duty  to  obtain  the  receipt  of  the  responsible  super- 
intendent at  each  station  where  goods  are  to  be  delivered.  The  goods 
superintendent  then  enters  the  invoices  in  his  Invoice  Inwards  Book,  and 
compares  such  entries  with  the  original  advices  received  from  the  forward- 
ing station.  The  invoices  outwards  are  recorded  in  a  register  of  the  same 
designation,  and  the  totals  of  both  inward  and  outward  invoices  are  advised 
to  the  accountant  monthly.  The  cash  paid  in  settlement  of  invoices,  in 
addition  to  being  included  in  the  daily  advice,  again  appears  in  total  on 
this  monthly  return.  The  return  is  a  summarised  analysis  of  the  entries 
in  the  Stations  Ledgers  for  each  month,  commencing  with  open  balances  on 
the  first  day  of  the  month,  adding  thereto  the  totals  of  outward  and  inward 
invoices  taken  to  debit  during  the  month  ;  from  the  sum  of  these  items 
the  cash  collected  in  respect  of  invoices,  together  with  allowances  made, 
are  deducted ;  the  resulting  balance  represents  items  unpaid  at  the  date  of 
the  return,  and  it  must  agree  with  the  total  of  the  balances  shown  in  the 
station's  books  as  outstanding.  By  this  means  the  accountant  obtains  once 
a  month  a  complete  history  of  each  station's  transactions  in  relation  to 
goods,  similar  in  effect  to  the  monthly  classified  return  of  passenger  traffic. 

There  are  certain  of  the  classified  summaries  and  returns,  together  with 
their  treatment  in  the  principal  books  of  account,  which  now  have  to  be 
considered :  the  usual  half-yearly  statements  issued  by  railway  companies 
will  also  come  under  notice. 

The  principal  books  of  account  used  in  the  accountant's  department  are 
the  Ledger  and  the  Journal.  The  Cash  Book  and  its  working  differs  from 
the  usual  practice  of  posting  such  items  as  it  Contains  to  the  credit  and 
debit  of  Ledger  Accounts.  Referring  to  Form  No.  5  (the  secretary's  Daily 
Cash  Advice  to  the  accountant's  office),  it  will  be  noticed  that  all  receipts 
are  banked  daily ;  and,  bearing  in  mind  that  the  secretary's  and  accountant's 
departments  are  quite  distinct  from  each  other,  it  follows  that,  as  the 
accountant  does  not  deal  with  the  cash,  all  his  entries  will  pass  through 
the  Journal,  for  which  the  returns,  whether  cash  advices  or  departmental 
statements,  will  be  the  vouchers.  All  expenditure,  other  than  wages  and 
property  outgoings  which  are  classified  on  special  forms,  should  be  recorded 
in  the  accounts  passed  for  Payment  Book ;  and  all  payments  should  be 
made  by  cheque.  Journal  entries  are  passed  for  these  payments,  the 
cheque  being  recorded  in  that  portion  of  the  Journal  which  is  called  the 
Cheques  Journal,  instead  of  appearing  in  a  Cash  Book. 

The  following  statement  will  show  how  the  documents  which  form 
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the  basis  of  Journal  entries  perform  the  functions  of  an  ordinary  Cash 
Book:— 

Receipts.  Payments. 

Daily  Cash  Advice  Sheet  rendered  by     Totals  of  receipts  as  per  Bank  column 
secretarj^.  of  secretary's  Cash  Advice  Sheets  paid 

Bank  Advice  Sheets,  showing  cheques        to  bankers  each  day, 
drawn.  Accounts  passed    for    Payment    Book, 

agreeing  with  cheques  drawn. 

From  what  has  been  already  stated,  it  will  be  readily  perceived  that  if 
the  figures  applying  to  the  above  items  were  inserted,  the  two  sides  would 
balance ;  this  agreement  serves  to  show  that  the  method  emphjyed  strictly 
conforms  with  the  true  principle  of  double  entry. 

If  a  Cash  Book  were  used  the  Journal  entries  just  described  would  to 
a  great  extent  be  dispensed  with;  in  that  case  the  Cash  Book  would 
become  a  copy  of  the  Bank  Book,  and  this  plan  works  satisfactorily  in  small 
railways,  where  the  offices  of  accountant  and  secretary  are  discharged  by 
the  same  individual,  or  where  the  secretary  has  the  sole  charge  of  the  books 
of  account.  But  in  a  large  railway  company  this  method  would  not  be 
found  to  work  so  well  as  the  first  plan  mentioned ;  and  as  the  latter  is  more 
generally  adopted  by  railway  companies,  the  remarks  in  the  following  pages 
are  mainly  directed  to  its  consideration. 

The  Ledger,  as  applied  to  railway  book-keeping  in  the  accountant's 
office,  consists  of  two  parts,  each  part  being  self-balancing.  The  first  part 
is  termed  the  General  Ledger,  and  the  second  the  Stations  Ledger.  The 
Stations  Ledger  is  devoted  to  recording  particulars  of  passenger  traffic, 
goods,  and  mineral  traffic  which  pass  through  each  station  on  the  company's 
system,  the  totals  appearing  in  the  General  Ledger  as  hereafter  explained. 

In  the  General  Ledger  (which  may  consist  of  one  or  more  books  according 
to  requirement)  the  accounts  fall  under  two  main  sections — Capital  and 
Eevenue,  each  of  which  is  subdivided,  as  shown  by  the  following  table : — 

Capital  Accounts.  Revenue  Accounts. 

Capital  called  up  and  received.  Traffic  Eeceipts. 

(a)  Loans  and  Debentures.  (a)  Passengers. 

{h)  Debenture  Stock.  lb)  Goods, 

(c)  Rent  Charge  Stock.  (c)  Minerals. 

{d)  Guaranteed        „  Rents  of  Property  and  Leased  Lines, 

(e)  Preference          „  Mails  and  Parcel  Post. 

if)  Ordinary             „  Income  Tax  Commissioners. 

Capital  Expenditure  Account.  Passenger  Duty. 

Law  and  Parliamentary  Expenses.  „         Compensation. 

Accounts    with    other    Railway    Com-  „         Insurance. 

panics.  Debenture  Stock  Interest  Account  and 

(a)  In    respect    of    capital    invested  Dividend  Accounts  for  each  class  of 

therein.  stock. 

{b)  In  respect  of  mutual  arrangements  Wages  Account. 

as  to  running  powers  and  through  Management  Expenses  or  General 
bookings.  Charges.  (These  two  accounts  are 
Bankers  Drawing  and  Loan  Accounts.  sometimes  merged  under  one  head). 
Stations  Ledger  Office.  Traffic  Expenses  (subdivided  as  here- 
Railway  Clearing  House.  after  explained). 
General  Stores.  Locomotive  Power  (subdivided  as  here- 
Sundry  Debtors.  after  explained). 

„        Creditors.  Carriage  and  Waggon   Expenses  (sub- 
Miscellaneous  Accounts,  such  as  Con-  divided  as  hereafter  explained), 
tractors,  Carriers,  and  the  like.  Maintenance    of    Way    (subdivided    as 

hereafter  explained). 
Eevenue  Account. 
Net  Revenue  Account. 
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We  proceed  to  consider  the  Stations  Ledger,  and  with  it,  that  portion 
of  the  Journal  wherein  are  enumerated  the  cheques  drawn  upon  the 
various  bankers  of  the  company.  The  Journal  is  usually  divided  into  two 
parts :  one,  for  the  monthly  and  half-yearly  entries ;  the  other  portion  being 
exclusively  used  for  cheques ;  as  already  mentioned  this  portion  is  compiled 
from  the  Daily  Cash  Advice  Sheets  to  Banks,  made  up  by  the  secretary. 

The  Accounts  Passed  for  Payment  Book,  or  the  sheets  from  which 
the  same  is  compiled,  form  the  basis  of  entries  made  in  the  Stations  Ledger, 
wherein  an  account  is  opened  with  each  creditor,  and  to  his  account  is 
posted  the  amount  which  has  been  found  to  be  due  to  him  as  disclosed  in 
the  Accounts  Passed  for  Payment  Book,  a  folio  being  placed  against  his 
name  as  in  ordinary  posting.  In  addition,  a  certain  portion]  of  the  Ledger 
is  allotted  to  the  creditors  of  each  station,  thus  facilitating  comparison 
with  the  returns.  The  debit  to  the  Creditors'  Account  when  payment  has 
been  made  is  found  in  the  Bank  Advice  Sheets,  and  the  items  thereof  (being 
a  copy  of  the  original  forwarded  to  the  Bank)  are  posted  to  Creditors' 
Accounts  in  the  Stations  Ledger. 

The  following  entry  would  be  made  in  the  General  Journal,  and 
subsequently  posted  into  the  General  Ledger — 

£15,000 


Sundries  Dr.  to  Sundry  Creditors 

, 

Maintenance  of  Way  :  particulars 

per  Accounts 

passed 

for  Payment  Book 

£2000 

Locomotive  power                    „ 

4000 

Traffic  expenses                        „ 

2500 

Carriage  and  Waggon  expenses 

4000 

General  charges,  etc.                „ 

500 

General  stores                           „ 

2000 

Such  items  as  affect  the  Stations  Ledger,  of  which  the  above  entry 
comprises  the  total,  will  be  taken  from  the  sheets  of  which  the  Accounts 
Passed  for  Payment  Book  is  the  summary. 

In  the  Cheques  Journal  will  be  the  following  entry : — 

Sundry  Creditors £15,000 

To  Sundry  Banks  Drawing  Account       ....  £15,000 

For  Cheques  drawn  as  per  Bank  Advice  Sheets,  viz. — 
On  Parr's  Bank,  Ltd £5,000 


„  Glyn  &  Co.,  Ltd. 
„  Bank  of  London,  Ltd. 
„  Bank  of  England 
„  Bank  of  Scotland 


2,000 

4,000 

500 

3,500 

£15,000 


The  debits  to  creditors  in  the  Stations  Ledger  are  posted  from  Bank 
Advice  Sheets,  of  which  the  foregoing  entry  is  a  summary. 

As  regards  creditors,  the  total  of  the  balances  (representing  accounts 
still  unpaid)  should  agree  with  the  credit  balance  on  Sundry  Creditors 
Account  in  the  General  Ledger,  thus  proving  both  the  accuracy  of  this 
account  and  of  the  balances  outstanding  due  to  creditors ;  these  balances 
are  further  verified  by  a  comparison  with  the  unpaid  invoices  in  the 
company's  hands. 

The  first  of  the  above  Journal  entries  has  only  dealt  with  those  items 
to  which  the  classification  columns  apply;  in  actual  practice  short  par- 
ticulars would  follow  each  principal  head  of  account,  showing  the  subheads 
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into  which  it  is  divided,  and  the  respective  amounts  applying  to  each. 
These  particulars  would  be  shown  in  the  monthly  return  made  by  each 
department,  which  return  also  discloses  the  various  classes  of  expenditure 
applicable  to  any  given  department.  The  reason  for  this  enumeration  of 
particulars  is  to  facilitate  the  posting  of  the  total  items  into  the  columns 
provided  in  each  departmental  Ledger  Account  as  hereafter  described.  The 
heads  of  the  columns  correspond  with  the  subheads  of  the  abstracts  set 
out  immediately  after  the  Eevenue  Accounts  in  the  printed  statements 
issued  by  railway  companies,  and  marked  A,  B,  C,  D,  and  E  (see  Schedule  A, 
No.  14). 

For  items  extended  to  the  Sundry  Accounts  column  in  the  Accounts 
Passed  for  Payment  Book,  separate  Journal  entries  are  made.  These  items 
wiU  be  special  in  character,  such  as  debenture  interest,  dividends,  and 
capital  expenditure,  (see  Schedule  B,  No.  2). 

As  to  the  company's  debtors  for  carriage  of  goods,  etc.,  the  monthly 
returns  from  each  station  show  what  invoices  have  been  rendered  to  them, 
and  the  invoices  rendered  by  the  stations  to  customers  and  others  in  respect 
of  goods  traffic.     From  these  returns  the  following  entry  will  be  made  : — 


Sundry  Debtors  Dr.  to  Sundries  .         .       £35,000 

To  Goods  Traffic — 

For  invoices  rendered  this  month.,  I 
less  overcharges  and  abatements  J  '         '         ' 

To  Mineral  Traffic— 

For  the  like 20,000 


£15,000 


The  Sundry  Debtors  Account  is  cleared  by  entries  made  in  the  first 
place  from  the  debit  side  of  the  Travelling  Cash  Book,  the  entries  in  this 
book  being  subsequently  treated  in  the  Journal  for  transfer  to  the  General 
Ledger.  The  Stations  Ledger  debits  are  posted  from  the  Monthly  Summary 
of  goods  traffic,  attached  to  which  are  the  details  making  up  the  Summary ; 
the  credits  are  obtained  from  the  Daily  Advice  Sheets  of  receipts  on  Goods 
and  Mineral  Traffic  Accounts.  In  the  General  Ledger  the  balance  to 
debit  of  Sundry  Debtors  Account  must  agree  with  the  total  of  the  open 
debtor's  accounts  extracted  from  the  Stations  Ledger. 

With  regard  to  passenger  traffic  accounts  are  opened  with  each  station 
in  the  Stations  Ledger.  Each  station  is  debited  with  its  receipts  as  shown 
by  the  returns  of  passenger  traffic,  credit  being  received  through  the  Daily 
Cash  Advice  Sheet  from  each  station.  The  General  Ledger  has  an  account 
called  Stations  Coaching  Traffic  Account,  and  an  entry  is  made  each  month 
as  follows : — 

£20,000 


Stations  Coaching  Traffic  Account, 

Dr.     . 

To  Traffic  Receipts— 

For  receipts  this  month  as  per  Summary — 

Ist  Class      . 

£3,000 

2nd  Class     ... 

1,500 

3rd  Class      . 

14,500 

Contracts 

500 

Excursions  . 

300 

Miscellaneous 

300 

£20,100 

Less  paid  ons  and  parcels  outstanding     .  100 

£20,000 

The  balance  on  Stations  Traffic  Account  must  agree  with  the  amount 
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shown  in  total  by  the  individual  balances  of  the  various  stations  in  the 
Stations  Ledger. 

The  entries  just  described  may  appear  somewhat  complex  in  their  con- 
struction and  application  ;  but,  briefly,  the  effect  of  them  amounts  to  this  : 
the  accountant's  office  has  a  complete  record  of  all  transactions  that  take 
place  over  the  company's  system,  including  those  which  pass  through  the 
general  manager's,  secretary's,  and  goods  manager's  departments,  particulars 
of  the  same  being  furnished  by  the  daily  and  monthly  advices  and  returns. 
These  facts  will  be  readily  understood  by  comparing  the  accountant's 
office  in  a  railway  company  with  a  firm  having  branch  houses  in  places 
other  than  that  in  which  the  head  office  is  situated,  and  incorporating  the 
whole  of  the  transactions  of  those  branch  houses  in  its  own  head  office 
books  by  means  of  the  periodical  statements  rendered  from  each  of  them 
to  the  head  office.  It  follows  from  this  that  a  firm  is  able  to  prepare  a 
complete  statement  of  the  position  of  its  business  as  a  whole,  and  not 
merely  of  that  portion  of  it  comprised  by  its  head  office.  This  is  precisely 
the  object  sought  to  be  attained  in  the  published  accounts  of  railway  com- 
panies ;  and  this  result  is  obtained  so  far  as  the  incorporation  of  stations 
balances  is  concerned. 

At  the  end  of  a  half-year  the  balances  of  the  accounts  in  the  Stations 
Ledger  consist  of: — 

Debits.  Credits. 

(a)  Sundry  Debtors —  (c)  Sundry  Creditors — 

(For  charges  on  goods,  etc.  out-  (For  accounts  owing  by  the  corn- 

standing.)  pany.) 

(b)  Sundry  Stations —  [d)  Intermediate  Settlement  Account — 

(For  outstanding  coaching  traffic.)  (For  the  difference  between  debit 

and  credit  totals,  the  details 
of  which  have  been  posted 
to  accounts  combined  under 
sections  (a),  (6),  and  (c),  and 
are  outstanding.) 

The  correctness  of  these  balances  is  proved,  first,  by  comparison  with  the 
accounts  returned  as  outstanding  by  the  stations ;  and,  secondly,  with  the 
balances  appearing  on  the  corresponding  nominal  accounts  in  the  General 
Ledger.  The  net  difference  on  these  balances  must  coincide  with  the 
balance  on  Intermediate  Settlement  Account.  In  short,  the  Stations  Ledger 
contains  the  details  comprised  under  (a),  (6),  and  (c),  while  the  General 
Ledger  deals  with  the  corresponding  totals,  only  under  nominal  accounts. 

The  General  Ledger  is  a  most  important  book ;  and  although  all  the 
accounts  it  would  ordinarily  contain  cannot  now  be  discussed,  the  principal 
ones  must  be  explained  at  some  length  to  show  how  they  afford  the  infor- 
mation which  is  published  in  the  half-yearly  statements. 

From  the  titles  of  the  accounts  set  out  above,  it  will  be  observed  that 
the  General  Ledger  is  arranged  under  the  two  important  factors  in  every 
kind  of  concern,  namely.  Capital  and  Eevenue  ;  and  this  order  of  accounts 
is  the  more  appropriate,  since  capital  must  first  be  suppKed  before  revenue 
can  be  obtained.  The  first  accounts,  then,  will  be  those  containing  parti- 
culars of  the  capital  received.  Separate  accounts  are  kept  for  each  class  of 
stock  created  and  issued  in  order  of  priority,  debentures  coming  first ;  then 
follows  the  all  important  account  for  capital  expenditure,  specially  pro- 
vided with  columns  as  shown  in  Schedule  A,  No.  8. 

The  headings  given  represent  the  principal  divisions  of  capital  expendi- 
ture.    The  treatment  of  the  charge  made  against  capital  for  the  difference 
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which  arises  when  a  stock,  bearing  a  fixed  rate  of  interest,  is  converted 
into  one  bearing  a  diminished  rate,  may  be  explained  here.  Let  it  be 
supposed  that  a  railway  company  has  the  requisite  authority  to  issue 
£100,000  5  per  cent,  debenture  stock,  that  this  power  has  been  fuUy 
exercised,  and  that  all  the  stock  has  been  issued  and  paid  for.  After  the  lapse 
of  some  years  it  is  found  desirable  to  issue  further  debenture  stock,  but  at 
a  less  rate  of  interest  than  the  percentage  payable  on  existing  debenture 
stock.  We  will  assume  that  the  proposed  rate  of  interest  is  4  per  cent 
per  annum,  and  that  the  amount  of  money  actually  required  on  capital 
account  is  £75,000.  It  is  further  required  to  place  the  holders  of  existing 
debenture  stock  on  the  same  scale  of  interest  as  those  who  may  become 
holders  of  the  new  stock.  To  do  this  it  is  obvious  that  the  existing  holders 
of  stock  must  have  so  much  principal  stock  allotted  to  them  as,  at  4  per 
cent,  would  give  the  same  amount  of  interest  now  yielded  by  their  holdings 
at  5  per  cent,  and  'prima  facie  it  appears  as  though  the  railway  company 
would  be  losers  in  actual  capital  to  the  extent  of  the.  additional  amount  of 
new  stock  allotted  to  present  holders  of  old  stock.  That  such  a  loss  is  only 
imaginary,  and  not  actual,  is  shown  by  the  illustration  (1)  in  Schedule  B. 
The  4  per  cent  debenture  stock  now  stands  with  £200,000  to  credit,  upon 
which  £8000  per  annum  is  payable  as  interest.  The  actual  cash,  however, 
which  will  have  been  received  by  the  company  is  £175,000,  of  which 
£100,000  originally  bore  5  per  cent  interest,  or  £5000  per  annum,  and  the 
£75,000  bears  4  per  cent,  or  £3000  per  annum,  making  total  annual 
interest  payable  £8000,  which  is  equal  to  4  per  cent  per  annum  on 
£200,000.  It  will  be  necessary  for  the  company  to  obtain  further  powers 
to  create  £100,000  4  per  cent  debenture  stock,  but  they  will  only  be  able 
to  issue  £75,000  of  this  sum  to  the  public,  the  balance  of  £25,000  being 
required  to  adjust  the  5  per  cent  debenture  stock.  In  the  half-yearly 
accounts  (No.  4)  these  transactions  wiU  be  set  out  as  follows : — 

Payments.  Beceipts. 

Debentures  converted,  £25,000  Debenture  Stock,  £200,000 

Making  a  net  sum  received  of  £175,000,  which  represents  the  actual  facts 
of  the  case. 

It  must  be  remembered,  where  a  conversion  of  existing  stock  is  con- 
templated, and  at  the  same  time  further  capital  is  also  required,  that  sufficient 
stock  must  be  authorised  in  excess  of  the  amount  of  capital  actually  needed, 
in  order  to  cover  the  difference  arising  on  conversion,  and  to  adjust  the 
interest  or  dividend  bearing  basis.  These  differences  are  called  "  Nominal 
Additions  "  (see  No.  2,  Half-yearly  Statements  of  Account  infra). 

Kesuming  the  examination  of  the  General  Ledger  accounts,  the  Banker's 
Drawing  Account  is  worthy  of  notice ;  it  shows  in  monthly  totals  all  the 
current  account  transactions  with  each  of  the  company's  bankers,  and  yet 
these  are  all  kept  in  one  account  (see  Schedule  A,  Form  No.  9). 

By  having  all  the  drawing  accounts  grouped  in  this  way  the  company's 
resources  in  respect  of  cash  immediately  available  are  easily  ascertained  at 
any  time ;  the  transactions  with  the  various  banks  are  passed  through  the 
Journal,  made  up  from  the  Cash  and  Bank  Advice  and  Analysis  Sheets 
(Forms  9a  and  9b),  details  of  deposit  and  withdrawal  with  each  bank  being 
shown  therein,  and  the  totals  of  these  transactions  are  passed  to  the  total 
columns  of  the  Drawing  Account.  At  the  end  of  a  half-year  the  balances 
are  struck,  after  taking  into  account  all  charges  and  interest  affecting  the 
current  accounts  for  that  period ;  the  resulting  balances  should  agree  with 
that  disclosed  by  each  Bank  Pass  Book,  after  making  the  usual  reconciha- 
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tion  statement.  It  should  be  observed  that  the  credit  side  is  made  up  from 
the  Cheques  Journal,  and  the  debit  from  the  entries  in  the  General  Journal. 

No  special  features  are  presented  by  a  Banker's  Loan  Account  other 
than  such  as  generally  pertain  to  this  class  of  account  in  ordinary  concerns. 
The  auditor  ought  to  require  a  proper  authorisation  for  Bank  loans  to  be 
produced,  since  railway  companies  as  a  rule  do  not  require  such  accommo- 
dation, except  in  special  cases. 

The  General  Stores  Account  calls  for  special  notice.  The  control  of 
these  stores  is  vested  in  a  General  Stores  superintendent,  and  it  is  his 
duty  to  see  that  the  various  departments  are  adequately  supplied  with 
their  particular  class  of  stores  from  time  to  time.  The  principal  depart- 
ments over  which  the  stores  superintendent  has  charge  are  : — 

1.  Locomotive  and  Carriage  Department. — The  stores  for  this  depart- 
ment will  include  coal  and  coke,  both  of  which  are  extensive  items 
with  railway  companies.  General  stores,  including  aU  kinds  of  metals 
necessary  for  the  building  of  locomotives,  carriages,  waggons,  etc.,  also 
timber,  paint,  clothing,  and  a  variety  of  other  items  too  numerous  to 
mention. 

2.  Traffic  Department. — Here  the  stores  chiefly  relate  to  the  maintenance 
of  horses  belonging  to  the  company,  and  to  provision  for  the  uniforms  worn 
by  the  company's  servants.  The  necessary  purchases  for  keeping  the 
delivery  vans  and  other  forwarding  mediums  in  repair  would  also  be  classed 
under  this  head. 

3.  Way  and  Works  Department. — Under  this  head  are  comprised  the 
purchases  of  rails,  chairs,  sleepers,  signals,  and  such  portion  of  stores  common 
to  the  two  preceding  sections  as  may  be  necessary  for  the  due  maintenance 
and  repair  of  the  permanent  way ;  and  under  this  category  would  also  be 
comprised  the  replacement  and  repairs  of  the  stations  on  the  company's 
system. 

4.  Printed  Matter,  Stationery,  and  Office  Materials. — The  designation  of 
this  section  speaks  for  itself,  and  it  is  charged  with  every  class  of  these 
stores  used  in  any  department  of  the  railway.  There  are  only  two  classes 
of  printed  matter  which  do  not  appear  herein : — 1st,  tickets  which  are 
under  the  immediate  control  of  the  accountant ;  and,  2nd,  such  documents 
as  debenture  bonds,  dividend  warrants,  share  certificates,  scrip  and  cheque 
books,  of  which  the  secretary  is  the  custodian. 

Each  department  has  a  "  Requisition  Book "  wherein,  as  its  name 
implies,  its  respective  requirements  are  entered  from  time  to  time.  Upon 
the  counterfoil  of  the  "  Order  Book "  a  note  is  made  as  to  whether  the 
article  ordered  is  to  be  charged  direct  to  the  department  making  the  appli- 
cation, or  whether  it  is  to  form  part  of  the  general  stock  to  be  issued  to 
any  particular  department  or  departments  from  time  to  time,  as  occasion 
may  require.  The  invoice  when  received,  having  been  checked  and  found 
to  agree  with  the  quantity,  price,  and  other  details  of  the  articles  delivered, 
is  entered  into  a  Day  Book  or  Journal,  under  the  designation  of  the  par- 
ticular article,  with  name  of  supplier,  weight,  price,  allowances,  and  net 
amount.  Separate  accounts  are  kept  in  the  Stores  Ledger  for  each  class  of 
commodity  used  by  the  railway,  an  account  being  also  kept  for  sundries,  to 
which  are  posted  items  of  infrequent  occurrence  (see  Schedule  A,  No.  10). 

Each  invoice,  v^th  the  particulars  thereof,  is  debited  to  its  proper 
heading  in  the  Stores  Ledger  from  the  Day  Book,  the  totals  of  this  latter 
book  being  posted  to  a  General  Stores  Account,  which  thus  contains  the 
totals  of  stores  purchased  during  the  month. 

The  Issue  Book  contains  all  the  orders  upon  the  storekeeper,  signed  by 
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the  stores  superintendent  and  the  head  of  the  department  requiring  the 
same,  particulars  of  which  are  furnished  by  the  counterfoils  of  departmental 
order  books ;  and  the  entries  in  the  Issue  Book  should  correspond  with  the 
cancelled  orders  upon  the  storekeeper.  The  entries  from  the  Issue  Book 
appear  on  the  credit  side  of  the  Stores  Ledger,  the  totals  of  these  entries 
being  debited  to  a  General  Stores  Account. 

The  Balances  of  the  accounts  in  the  Stores  Ledger  at  a  half-yearly- 
period  will  agree  both  as  to  quantity,  weight,  and  amount  with  the  credit 
balance  shown  by  the  General  Stores  Account  in  the  Stores  Ledger,  pro- 
vided the  stores  books  have  been  correctly  posted  and  written  up;  and 
again,  this  balance  should  agree  with  the  stock  of  stores  on  hand.  This 
latter  agreement,  however,  is  somewhat  difficult  to  accomplish,  especially  in 
such  stores  as  oil,  paint,  and  the  like,  where  there  must  of  necessity  be  a 
certain  amount  of  waste.  The  waste  would  be  represented  by  the  difference 
between  the  weight  or  quantity  shown  upon  the  Ledger  Account  and  that 
revealed  by  the  actual  stock  when  weighed  or  otherwise  ascertained.  The 
sanction  of  the  stores  superintendent  is  necessary  ^before  any  waste  or 
shortage  can  be  written  off,  since  some  discrepancies  are  found  to  be  thefts, 
and  not  bona  fide  wastage.  Each  item,  of  course,  stands  on  its  own  footing, 
and  after  the  account  has  been  adjusted,  the  balance  brought  down  should 
correspond  with  the  actual  stock  on  hand.  When  the  stock  has  been 
agreed,  the  superintendent  forwards  his  half-yearly  Stock  Sheet  to  the 
accountant  to  enable  him  to  make  the  necessary  entries  therefrom  in  the 
general  books.  In  addition  to  the  stock  on  hand  under  the  immediate 
charge  of  the  storekeeper  and  store  superintendent,  each  department  to 
whom  stores  have  been  issued  must  render  an  account  of  the  same  to  the 
stores  superintendent,  showing  the  quantities  remaining  in  their  hands  at 
the  end  of  the  half-yearly  period ;  this  information  is  incorporated  in  the 
Stock  Sheet  made  up  by  the  superintendent,  which  then  gives  a  complete 
summary  of  his  transactions  for  the  half-year.  The  Stock  Sheet  is  ruled 
with  columns,  showing  the  amount  of  stock  brought  from  previous  half- 
year,  detailing  the  denomination  of  the  same,  and  a  column  for  purchases 
during  the  period ;  the  sum  of  the  previous  stock  and  current  purchases  is 
then  extended.  Further  columns  are  provided  for  the  departments  to 
which  stores  have  been  issued,  and  these  are  in  turn  extended ;  the  differ- 
ence between  the  sum  of  these  various  figures,  and  the  amount  of  previous 
stock  added  to  current  purchases,  is  extended  to  a  balance  column,  and  the 
items  appearing  in  it  represent  the  stock  on  hand,  as  shown  by  the  detailed 
Stock  Sheets  enumerating  the  various  stores  (see  Schedule  A,  No.  11). 

It  must  be  borne  in  mind  that  the  stores  issued  according  to  the  Stock 
Sheet  Summary  represent  actual  consumption ;  the  balances  of  stores  issued 
and  unconsumed  are  included  in  the  net  quantities  of  stores,  etc.  on  hand. 

There  is  one  class  of  supplies,  the  invoices  for  which  do  not  immediately 
pass  through  the  hands  of  the  stores  superintendent,  viz.  the  item  of  coal. 
The  advices  of  this  item  are  sent  to  those  stations  where  permanent  stocks 
of  this  article  are  kept,  and  after  the  invoices  have  been  certified  by  such 
stations  they  are  forwarded  to  the  stores  department,  to  be  checked  and 
compared  with  the  periodical  account  rendered  by  the  colliery  proprietors. 

Having  discussed  the  method  of  treating  the  stores,  and  recording  the 
same  in  the  stock  books  of  each  department,  the  next  point  to  be  ascertained 
is  how  the  summaries  are  dealt  with  in  the  company's  books.  When 
considering  the  Accounts  Passed  for  Payment  Book,  it  was  stated  that 
a  column  is  provided  therein  for  general  stores.      Into  this  column  are 
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extended  all  the  invoices  pertaining  to  stores  of  whatever  kind,  and  the  total 
journalised  to  the  debit  of  General  Stores  Account  each  month ;  this  account 
will  start  with  the  balance  on  hand  last  half-year,  in  agreement  with  the 
total  shown  by  the  Stock  Sheet,  under  the  column  headed  "  Stock  on  hand 
last  half-year."  The  account  will  be  debited  with  the  purchases  each  month, 
and  sundry  creditors  receive  credit  for  the  total  thereof.  For  purposes  of 
adjustment  a  schedule  of  outstanding  accounts  at  the  half-yearly  period  is 
required;  and  in  this  schedule  a  column  is  provided  for  General  Stores. 
All  amounts  due  to  creditors  for  this  class  of  account  are  dealt  with  in  this 
column,  and  through  the  Journal,  General  Stores  Account  will  receive  debit 
for  purchases  taken  into  store  but  remaining  unpaid.  The  Stock  Sheet  will 
contain  the  total  monetary  equivalents  of  all  these  items,  and  thus  it  is 
possible  to  prove  the  correctness  of  the  debits  to  General  Stores  Account, 
since  the  summation  of  them  should  agree  with  the  total  stock  and  pur- 
chases during  the  half-year,  as  shown  by  the  Stock  Sheet.  The  credit  is 
made  up  by  journalising  from  the  Stock  Sheet  to  debit  of  the  various  depart- 
ments shown  therein,  and  credit  of  General  Stores  Account  for  the  total  of 
these  items,  which  express,  in  monetary  terms,  the  consumption  of  stores 
during  the  half-year ;  the  balance  then  remaining  at  the  debit  of  General 
Stores  Account  will  agree  with  the  value  of  stores  and  stock  on  hand  as 
per  Stock  Sheet.  For  a  pro  forma  set  of  Journal  entries,  embodying  par- 
ticulars from  the  Accounts  Passed  for  Payment  Book,  Stock  Sheet,  and  list 
of  outstandings,  see  Schedule  B,  Sections  (2)  and  (3). 

Before  leaving  the  subject  of  stores  it  should  be  mentioned  that  where 
one  department  manufactures  any  article  or  does  any  work  for  another 
department,  a  return  is  made  of  such  wages  and  stores,  etc.  as  may  have 
been  required  for  that  purpose,  and  the  department  for  which  the  service 
has  been  rendered  is  charged  therewith.  Take,  for  example,  the  construc- 
tion of  a  locomotive.  The  materials  will  have  been  issued  to  locomotive 
and  carriage  department,  but  until  the  locomotive  is  finished  the  expendi- 
ture, both  of  wages  and  materials,  is  carried  forward  as  "  Work  in  progress." 
When  delivered  for  service.  Wages  and  Stores  will  receive  credit  for  the 
respective  amounts  expended.  Capital  Expenditure  being  debited  with  the 
total,  under  the  head  of  "  Expenditure  on  working  stock."  Consequently, 
under  the  head  of  General  Stores  will  be  included  work  in  progress  and  all 
expenditure  incidental  thereto. 

The  "  Accounts  with  other  railway  companies,"  "  Investments  in 
'  Foreign '  railway  companies'  stocks,"  "  Accounts  with  agents,"  and  other 
parties,  whether  debtors  or  creditors,  present  no  special  features  other  than 
those  which  are  common  to  similar  classes  of  account  in  the  books  of  com- 
mercial concerns  in  general ;  we  therefore  pass  on  to  notice  what  is  probably 
the  most  complicated,  as  well  as  one  of  the  most  important  accounts  to  be 
met  with  in  a  railway  company's  books,  viz.  the  account  with  the  Railway 
Clearing  House ;  and,  first,  as  to  the  object  of  the  Clearing  House  and  the 
necessity  for  its  existence. 

The  object  of  the  Clearing  House  is  to  adjust  and  settle  as  between  the 
several  railways  interested  the  proportion  which  each  should  receive  in 
respect  of  through  traffic  receipts  for  passengers,  merchandise,  or  other 
freight,  booked  to  stations  situated  on  a  railway  system  other  than  that  of 
the  booking  company.  As  an  example,  suppose  a  passenger  wishes  to  travel 
from  Liverpool  to  Edinburgh.  If  he  goes  vid  London  and  North- Western 
from  Liverpool  (Lime  Street)  he  travels  on  the  London  and  North- Western 
Company's  own  line  as  far  as  Carlisle,  but  from  thence  to  Edinburgh  he 
travels  over  the  Caledonian  Company's  line.     Now  if  there  were  no  arrange- 
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inents  between  the  Loudon  and  North-Westorn  Company  and  the  Caledonian 
Eailway,  or  other  company,  the  passenger  could  only  be  booked  to  Carlisle 
vid  London  and  North- Western ;  he  would  then  have  to  change  at  Carlisle 
and  book  to  Edinburgh  vid  Caledonian  Eailway ;  apart  from  the  incon- 
venience of  changing,  under  this  arrangement  there  is  the  contingency  of 
a  considerable  loss  of  time.  Under  existing  arrangements,  however,  a 
passenger  is  able  to  go  direct  from  Liverpool  to  Edinburgh  without 
changing,  and  with  the  least  possible  delay.  In  the  absence  of  this 
through  communication,  it  is  obvious  that  each  railway  would  receive  its 
respective  fare ;  but  is  the  same  result  obtainable  where  one  railway  com- 
pany receives  a  fare,  the  ticket  for  which  entitles  a  passenger  to  travel  over 
a  system  belonging  to  another  or  "  foreign  "  railway  company  ?  The  Eail- 
way Clearing  House  settles  this  point  by  dividing  the  fare  between  each 
company  concerned  in  proportion  to  the  mileage  travelled  over  on  each 
company's  system. 

In  addition  to  the  proportion  due  to  each  company  according  to  mileage 
there  are  certain  expenses  known  as  "  terminal  expenses,"  the  rates  of  which, 
as  well  as  the  mileage  traversed,  are  settled  with  the  Clearing  House  after 
being  mutually  agreed  between  the  railway  companies  interested.  The 
reason  for  terminal  expenses  being  allowed  in  certain  cases  is  seen  where  a 
through  ticket  is  issued  which  carries  the  holder  over  three  distinct  systems 
on  which  through  connections  are  in  operation.  As  an  example,  say,  one 
books  from  Liverpool  to  Edinburgh  by  the  Midland  Eailway.  The  passenger 
starts  from  Liverpool  Exchange  Station  and  travels  over  Lancashire  and 
Yorkshire  system  to  Hellifield.  From  Hellifield  to  Carlisle  is  Midland 
main  line,  but  from  Carlisle  to  Edinburgh  the  passenger  will  travel  over 
North  British  Company's  system.  In  this  case  three  distinct  systems  are 
travelled  over,  and  on  the  assumption  that  an  equal  distance  is  travelled 
over  each  system,  it  would  at  first  sight  seem  that  each  company  should 
receive  a  third  of  the  fare  paid.  On  reflection,  however,  it  must  be 
apparent  that  there  are  of  necessity  certain  services  performed  at  Liverpool 
Exchange,  and  Edinburgh  (two  terminal  stations),  which  do  not  occur 
at  Carlisle — such,  for  example,  as  cleaning  the  carriages  and  windows  of 
same,  preparing  the  train  for  the  journey,  injection  of  gas,  shunting,  and 
many  other  services.  What  proportion  these  services  are  to  bear  to  the 
fare  received  is  a  matter  of  arrangement;  when  this  point  is  settled  a 
record  is  kept  by  the  Clearing  House  of  the  proportions  in  which  the  fares 
are  to  be  divided. 

The  principle  upon  which  the  arrangement  operates  is  that  all  fares 
received  on  through  traffic  are  sent  to  the  Clearing  House,  and  after  a 
week  or  a  month's  takings  have  been  so  received  the  Clearing  House  will 
apportion  them  and  remit  the  amount  due  to  each  company.  Now  this  is 
simple  enough  where  one  company  has  to  pay  another  company  a  certain 
portion  of  fares  received,  and  the  transaction  is  merely  a  matter  of  account 
between  those  two  companies  only ;  but  where  one  company  has  a  large 
amount  to  receive  from  various  other  companies  for  through  bookings 
effected  by  them  over  that  company's  line,  and,  on  the  other  hand,  the 
same  company  owes  amounts  for  similar  bookings  effected  by  it  over  other 
companies'  lines,  it  will  readily  be  seen  that  it  is  absolutely  necessary  for 
strict  accuracy  to  be  observed  in  the  returns  made  by  each  station  on  the 
one  hand,  and  by  the  Clearing  House  on  the  other,  when  it  apportions  the 
total  receipts  between  the  various  companies.  The  work  of  the  Clearing 
House  is  greatly  lessened  by  the  fact  that  nearly  all  railways  retain  the 
proportion  of  traffic  due  to  themselves,  and  forward  the  balance  to  the 
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Clearing  House.  In  consequence  of  this  procedure  only  the  balances  remain 
to  be  adjusted  according  to  the  various  interests.  In  some  instances,  as 
where  one  company  generally  receives  less  on  account  of  through  bookings 
than  another  company,  over  a  portion  of  whose  lines  passengers  are  booked 
through,  the  company  which  receives  less  retains  all  the  cash  in  respect  of 
through  bookings,  and  the  amount  so  retained  is  debited  in  account  as 
against  the  balance  due  to  them  from  other  companies.  This  practice  is 
a  matter  of  arrangement  between  the  companies  interested.  An  example 
illustrating  these  remarks  will  be  useful. 

Two  companies — the  A  Company  and  the  B  Company — arrange  to  book 
passengers  "  through  "  to  all  stations  on  their  respective  systems.  The  A 
Company  runs  from  X  to  Y,  and  the  B  Company  from  Y  to  Z.  The  distance 
between  X  and  Y  is  100  miles,  and  between  Y  and  Z  50  miles.  The  fare  for 
the  through  single  journey,  third  class,  either  way,  is  12s.  6d.  In  one  month 
the  A  Company  books  twelve  single  third  class  passengers  "  through"  from 
X  to  Z,  and  the  B  Company  books  a  similar  number  of  the  same  sort  from 
Z  to  X.  The  A  Company  will  make  a  return  to  the  Clearing  House  on  the 
form  in  Schedule  A,  No.  12.  On  a  similar  form  the  B  Company  would 
return  twelve  passengers  booked  from  Z  to  X  at  the  same  rate,  showing 
£7 :  10s.  received,  and  amount  due  to  other  companies  £5,  the  proportions 
being  arrived  at  by  taking  the  total  distance  travelled,  viz.  150  miles,  of 
which  100  miles  is  A  Company's  line  and  50  miles  B  Company's.  The  A 
Company  consequently  receives  two-thirds,  and  the  B  Company  one-third, 
of  all  through  bookings.  From  the  A  Company's  return  the  Cle^aring 
House  receives  £2  :  10s.,  and  from  B  Company's  £5,  a  net  receipt  of  £7  :  lOs. 
This  sum  is  divided  up  in  proportion  to  the  mileage  owned  by  each  com- 
pany 80 : — 

A  Company's  line  100  miles  receives  £5     0     0 
B        „  „       50      „  „  2    10     0 

^ £7    10     0 

To  prove  this,  let  us  take  the  total  fares  received  by  both  companies, 
viz.  £15,  which  represent  300  miles  traversed  by  through  passengers.  Of 
these  300  miles,  200  miles  belonged  to  A  Company,  and  100  to  B  Company. 
Their  respective  proportions  will  be  : — 

A  Company,  200  miles  receives  £10     0     0 
B  „  100     „  „  5      0     0 

£15      0     0 

The  A  Company  received  £7 :  10s.,  retained  £5,  and  forwarded  £2 :  10s. 
to  Clearing  House.  The  B  Company  received  £7  :  10s.,  retained  £2  :  10s., 
and  forwarded  £5  to  Clearing  House.  The  Clearing  House  forwards  £5  to 
A  Company  and  £2 :  10s.  to  B  Company.  Thus  the  ultimate  amount  re- 
ceivable by  each  company  is  identical  with  the  figures  shown  to  be  due  by 
the  proportion  of  the  mileage  covered  to  the  fares  received.  Since  the 
distance  between  X  and  Y  is  greater  than  it  is  between  Y  and  Z,  it  would 
no  doubt  happen  that  a  greater  proportion  of  fares  would  be  due  for  book- 
ings from  Z  to  X  than  from  X  to  Z.  The  A  Company  would  probably  on 
this  account  retain  all  the  receipts  from  through  fares  booked,  and  make 
the  customary  return  to  the  Clearing  House  in  the  manner  already  men- 
tioned, unaccompanied  by  any  remittance.  The  B  Company,  however,  would 
forward  the  same  amount  as  before,  viz.  £5,  and  the  amount  due  to  the  A 
Company  will  appear  as  £5,  less  the  amount  retained,  and  due  to  other 
companies  on  account  of  through  traffic,  £2 :  lOs.,  thus  making  a  net  sum 
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of  £2 :  lOs.  due  to  A  Company,  and  the  like  amount  to  the  B  Company.  In 
these  iUustrations  the  allowances  for  termhial  expenses  are  disregarded,  since 
they  are  merely  matters  of  account,  and  do  not  affect  the  principle  involved. 
The  Clearing  House  makes  a  return  to  each  company  every  mouth,  stating 
the  balance  due  to  or  from  the  company,  as  shown  by  the  particulars  stated 
on  the  fly  leaf  of  the  Advice  Sheet  (see  Schedule  A,  No.  13).  Only  the  net 
amount  of  passenger  traffic  is  entered,  either  Dr.  or  Cr.  as  the  case  may  be, 
the  same  remark  applying  to  interest. 

At  the  end  of  each  half-year  a  summary  of  amounts  received  by  the 
Railway  Clearing  House,  and  how  they  have  been  divided  is  rendered  to 
each  railway  company.  This  summary  states  the  total  amount  due  to  or 
from  each  company  during  the  period,  and  thus  renders  possible  the  verifica- 
tion of  the  total  balances  received  or  paid  by  the  company  within  that 
period.  With  regard  to  the  entries  in  the  General  Ledger  affecting  these 
items,  they  are  first  made  in  the  Journal,  debiting  Railway  Clearing  House 
and  crediting  traffic  receipts  with  the  amount  shown  to  be  due  for  through 
bookings  as  given  in  the  statement  mentioned  above,  or  reversing  the  entry 
if  due  from  the  company,  the  same  observation  applying  to  interest.  General 
charges  will  be  debited  with  the  Clearing  House  expenses,  and  the  balance 
at  debit  or  credit  of  Railway  Clearing  House  Account  should  agree  with 
the  balance  shown  by  the  statement.  From  the  enormous  number  of 
returns  and  the  large   interests  involved,   the   monthly   settlements  are 


No.  1. 


Statement  of  Accounts,  made  up  in  accordance  vjith  the 

The  A,  B,  and  C  Railway  Company, 

Capital  authorised  and 


Acts  of  Parliament. 

Capital  Authorised. 

Stock  or  Shares. 

Loans  or 
Debenture  Stock. 

Total. 

Capital  powers  fully  exercised — 
The  A  B  and  C  Railway  Act,  1876 
Do.                    do.                 1884 
Additional  powers  Act,  1887  . 

£ 

60,000,000 

26,000,000 

1,000,000 

£ 

30,000,000 

10,000,000 

500,000 

£ 

90,000,000 

36,000,000 

1,500,000 

87,000,000 

40,500,000 

127,-500,000 

No  2.    Stock  and  Share  Capital  created,  showing  the  Proportion  received 


Amount 
Created. 

Credited  to  31st  December  1903. 

Unissued 
Stock. 

Amount 
Received. 

Nominal 
Additions. 

Total. 

Consolidated     Guaranteed     Stock, 

entitled  to  dividend  at  the  rate 

of  4  ))er  cent  per  annum 
Consolidated      Preference      Stock, 

entitled  to  dividend  at  the  rate 

of  4  per  cent  per  annum 
Consolidated  Ordinary  Stock  . 

£ 

15,000,000 

25,000,000 
45,000,000 

£ 
11,250,000 

18,750,000 
40,000,000 

£ 
3,750,000 
6,250,000 

£ 

15,000,000 

25,000,000 
40,000,000 

£ 
5,000,000 

85,000,000 

70,000,000 

10,000,000 

80,000,000 

5,000,000 

EAILWAY  ACCOUNTS  AND  THEIE  AUDIT 


447 


frequently  not  completed  for  six  weeks,  or  even  two  months,  after  the 
returns  are  received  from  the  railway  companies.  Thus,  for  example,  July 
traffic  may  be  settled  at  the  end  of  September,  August  in  October,  and  so 
on.  In  order  to  compensate  for  this  delay  an  interim  division  is  made  by 
the  Clearing  House  at  the  end  of  March  and  September  in  each  year. 

When  the  figures  affecting  the  period  to  which  these  interim  settlements 
apply  are  finally  ascertained  the  balance  is  adjusted  by  writing  back  the 
interim  settlement,  and  crediting  or  debiting  the  actual  figure.  The 
Clearing  House  returns  will  usually  be  received  in  respect  of  through  traffic 
during  October,  and  even  during  November,  before  the  accounts  are  closed 
for  the  half-year  ending  31st  December;  the  only  apparently  unascertained 
amount  is  therefore  traffic  for  the  month  of  December.  From  what  has 
been  said  it  will  be  perceived  that  a  railway  company,  while  able  to  tell 
accurately  what  proportions  of  through  fares  booked  from  its  own  stations 
are  due  to  it  each  month,  it  is  by  no  means  such  an  easy  matter  to  tell  what 
are  the  exact  proportionate  amounts  due  to  it  from  other  companies  in  respect 
of  through  bookings  effected  by  those  companies.  There  is,  however,  an  im- 
portant factor  in  this  connection  which  materially  assists  the  ascertainment 
of  such  proportions  with  fair  accuracy.  This  factor  is  the  collection  of 
tickets,  which  will  show  what  fare  has  been  received  by  the  issuing  company 
on  joint  account.  After  allowing  for  terminal  or  other  special  charges,  the  net 
amount  to  be  subsequently  paid  through  the  Clearing  House  can  be  ascer- 


Provisions  of  Section  3  of  the  Regulation  of  Bailways  Act  1868 
half-year  ending  Zlst  December  1903. 

CREATED   BY  THE   CoMPANY. 


Capital  Created  or  Sanctioned. 

Balance. 

Stock  or  Shares. 

Loans  or 
Debenture  Stock. 

Total. 

Stock  or  Shares. 

Loans  or 
Debenture  Stock. 

Total. 

£ 

60,000,000 

26,000,000 

800,000 

£ 

30,000,000 

10,000,000 

250,000 

£ 

90,000,000 

36,000,000 

1,050,000 

£ 
200,000 

£ 
250,000 

£ 
450,000 

86,800,000 

40,250,000 

127,050,000 

200,000 

250,000 

450,000 

tained  without  much  difficulty.  It  will,  of  course,  be  necessary  to  estimate 
the  expenses  due  to  the  Clearing  House  in  respect  of  the  month  for  which 
no  return  has  been  made,  but  this  is  a  simple  matter,  since  the  charge 
varies  but  little  each  month,  and  the  figure  estimated  on  the  basis  of  pre- 
ceding charges  would  generally  work  out  satisfactorily.  This  estimated 
figure  is  written  back  or  adjusted  when  the  actual  figure  is  known. 

Goods  and  mineral  traffic  is  settled  on  the  same  basis  as  passenger 
traffic,  but  separate  returns  are  made  to  and  by  the  Clearing  House  in 
respect  thereof.  Two  accounts  will  usually  be  opened  for  the  Clearing 
House  in  the  Ledger:  one  for  through  passenger  traffic  cleared,  and 
the  other  for  goods  and  mineral  traffic  cleared.  It  may  be  asked,  "  How 
does  a  company  know  what  amount  of  through  goods  and  mineral  traffic 
has  been  booked  over  its  line  by  other  companies,  returns  for  which 
are  not  to  hand  from  the  Clearing  House  at  the  time  of  completing  the  half- 
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yearly  accoimts  ? "  This  point  is  a  somewhat  intricate  one,  since  no  tickets' 
exist,  as  in  the  case  of  passenger  trafl&c  booked  through.  There  is,  however, 
a  means  of  approximately  arriving  at  the  respective  proportions  due  to  the 
several  parties  interested.  An  examination  of  the  guard's  way-bill,  and  the 
advice  of  through  traffic  sent  by  the  forwarding  company  to  the  receiving 
company,  would  supply  the  information  as  to  mileage  and  the  route  by 
which  the  goods  were  conveyed.  The  through  rate  would  be  known  to  each 
company  concerned,  so  that  it  only  remains  for  a  calculation  to  be  made 
showing  the  respective  proportions  due  to  each  interest;  the  figures  so 
ascertained  would  then  form  a  provisional  estimate  pending  the  declaration 


No.  4. 


Dr. 


Receipts  and  Expenditure 


Expenditure. 

Amount  Expended 
30th  June  1903. 

Amount  Ex- 
pended during  the 
Half-year. 

Total. 

£              s. 

d. 

£       s.     d. 

£              s.    d. 

Lines  open  for  Traffic      .... 

92,630,000     0 

0 

1000     0     0 

92,631,000     0     0 

Lines  in  course  of  construction 

5,000     0 

0 

2000     0     0 

7,000     0    0 

Working  Stock 

10,875,000     0 

0 

2500     0     0 

10,877,500    0    0 

Subscriptions  to  Shares  in  other  Railways 

North  and  South  Railway- 

600,000     0 

0 

600,000     0    0 

East  and  West  Railway   . 

1,920,000     0 

0 

1,920,000     0    0 

East  and  West  Railway  converted 

debentures   

480,000     0 

0 

480,000     0    0 

Steamboats 

1,000,000     0 

0 

1,000,000     0    0 

Leased  Lines — 

X  Y  Z  Railway  Joint  Extension 

604,000     0 

0 

604,000    0    0 

National        do.            do. 

274,000     0 

0 

274,000     0    0 

108,388,000     0 

0 

5500    0     0 

108,393,500     0    0 

No.  9.        Dr. 

Revenue 

K.CGO\n<iT.— Half-year 

Abstracts. 

31st  December  1903. 

31st  December  1902. 

A 
B 

C 

D 

E 

F 

To  Maintenance  of  Way,  Works,  and  Stations 

,,   Locomotive  Power 

,,   Carriage  and  Waggon  Repairs  . 

, ,  Mileage  of  Carriages  and  Waggons  of  other 

Companies 

,,  Traffic  Expenses 

,,   General  Charges 

,,  Law  Charges    ...... 

,,   Parliamentary  Expenses  .... 

„  Compensation  for  Accidents  and  Losses    . 

,,  Rates  and  Taxes 

, ,  Government  Duty     .         .         .         .         . 
,,  Steamboat  Expenses          .... 
„  Steamboat  Underwriting  and  Depreciation 

Fund     .,       

, ,  Balance  carried  to  Net  Revenue  Account . 

£             s. 

645,000     0 

1,050,000     0 

320,000     0 

15,000     0 

1,700,000     0 

200,000     0 

10,000     0 

2,000     0 

60,000     0 

250,000     0 

25,000     0 

50,000     0 

25,000     0 

d. 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 

0 

£            s.     d. 

610,000     0     0 

1,200,000     0     0 

300,000     0     0 

18,000     0     0 

1,698,000     0     0 

202,000     0     0 

12,000     0     0 

3,000     0     0 

50,000     0     0 

240,000     0     0 

24,000     0     0 

45,000     0     0 

25,000     0     0 

4,352,000     0 
2,450,000     0 

0 
0 

4,427,000     0     0 
2,173,000    0    0 

6,802,000     0 

0 

6,600,000    0    0 

EAILWAY  ACCOUNTS  AND  THEIE  AUDIT 


449 


of  final  figures  by  the  Clearing  House.  The  Clearing  House  expenses  on 
this  traffic  would  be  estimated  as  before,  and  entries  made  accordingly,  as 
between  the  Eailway  Clearing  House  Account  (goods  and  minerals)  and  the 
Goods  and  Minerals  Traffic  Account. 

Passing  from  this  summary  description  of  the  object  and  use  of  the 
Clearing  House  in  connection  with  railway  traffic,  we  have  to  consider  the 
Capital  and  Eevenue  Accounts  kept  in  the  Ledger.  It  is  desirable  to  deal 
with  this  aspect  of  the  subject  in  conjunction  with  the  published  statements 
of  account  prescribed  by  the  Eegulation  of  Eailways  Act,  1868,  sec.  3, 
portions  of  which  are  here  set  out. 


ON  Capital  Account 


Cr. 


No.  4. 


Beceipts. 

Amount  received  to 
80th  June  1893. 

Amount  Eeceived 
during  Half-year. 

Total. 

Debenture  Stock 

Consolidated  Guaranteed  Stock 

Do.          Preference       ,, 

Do.          Ordinary          ,, 
Premiums  on  Issue  of  Stock  and  Shares 

Balance 

£              s.    d. 
30,187,500    0    0 
11,250,000    0    0 
18,750,000    0     0 
40,000,000    0     0 
5,706,000    0     0 

£      «.     d. 

£              s.    d. 
30,187,500     0     0 
11,250,000     0     0 
18,750,000     0     0 
40,000,000     0    0 
5,706,000     0    0 

105,893,500     0     0 
2,500,000     0     0 

105,893,500     0    0 

108, 393,. 500    0     0 

ending  2\st  December  1903 

Cr.         No.  9. 

Class. 

Numbers. 

31st  Dec.  1903. 

31st  Dec.  1902. 

By  Traffic,  viz. : —  , 
Passengers  .  - 

First       . 
Second  . 
Third     . 
Season  . 

1902 

800,000 

3,000,000 

41,000,000 

200,000 

1903 

900,000 

3,100,000 

41,500,000 

210,000 

£ 

210,000 

290,000 

1,750,000 

750,000 

£ 

3,400,000 
3,100,000 

£ 

190,000 

280,000 

1,700,000 

745,000 

Parcels,  Horses,  Carriages,  and  Dogs .... 
Mails 

Merchandise 

Less  expenses  of  collection  and  delivery  by  Agents 

Live  Stock          . 

-Minerals 

By  Transfer  Fees 

, ,  Rents  of  Land  and  Buildings 

Less  Repairs  and  sundry  outgoings 

3,000,000 
250,000 
150,000 

2,915,000 
240,000 
145,000 

3,300,000 

2,000,000 
40,000 

"1,918,500"I 
38,500j 

1,960,000 

75,000 

1,065,000 

"1,880,000"! 

70,000 
_l,050,000j 

3,000,000 

360,000 
59,000 

6,500,000 
1,000 

301,000 

6,300,000 
850 
"350,000"1 
_  50, 850 J 

299,150 

6,802,000 

6,600,000 

VOL.  V 

i 

29 
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No.  10.       Dt. 


Net  Revenue  Account. 


To  Interest  on  Debenture  Stock  . 
„  Interest  on  Laud  Purchases   . 
,,  Chief  Rents    .         .         .         .         . 
,,  Leased  Lines  Rental — 

The  Express  Railway    .  £20,000 
The  Constitutional  Rail- 
way ....     17,000 
The  Popular  Railway    .     22,500 


,,  General  Interest — Balance 
,,  Balance  available  for  Dividend 


£  s.      d. 

20,000     0     0 
5,000    0    0 


59,500     0     0 
17,500     0     0 


81st  December  1908. 

£  s.      d. 

603,750     0     0 


102,000     0     0 
1,954,250     0    0 


2,660,000    0     0        2,463,500    0    0 


Slat  December  1902. 

£  «.  d. 

603,750  0  0 

20,250  0  0 

5,000  0  0 

20,000  0  0 

17,000  0  0 

22,500  0  0 

25,000  0  0 

1,750,000  0  0 


No.  11.       Proposed  Appropriation  op  Balance  available  for  Dividend 


Total 
Created. 

Unissued. 

Amount 
entitled  to 
Dividend. 

Rate  of  Dividend 
Per  Annum. 

Balance  and 
Appropria- 
tions. 

Correspond- 
ing Half-yeai 
in  1902. 

Balance    available     for 
dividend  as  per  Ac- 
count No.  10    . 

Consolidated  Guaranteed 

Stock 
Consolidated  Guaranteed 

Stock 
Consolidated     Ordinary 

Stock 

£ 

15,000,000 
25,000,000 
45,000,000 

£ 
5,000,000 

£ 

15,000,000 
25,000,000 
40,000,000 

£ 

4  per  cent 

4  per  cent 

5  per  cent 

Balance  to 
next  half-year 

£ 
1,954,250 

£ 
1,750,000 

300,000 

500,000 

1,000,000 

300,000 
500,000 
800,000 

85,000,000 

^5,000,000 

80,000,000 

1,800,000 
154,250 

1,600,000 
150,000 

1,954,250 

1,750,000 

Auditor^ 

We  have  examined  the  above  accounts,  and  hereby  certify  that  they  contain  a  full 
proposed  to  be  declared  upon  the  several  stocks  and  shares  are  bona  fide  due  thereon,  after 
to  be  paid  thereout. 


(See  30  and  31  Vict.  c.  127,  sec.  30). 
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31se  December  1903 


Gr.        No.  10. 


By  Disposable  Balance  at  30th  June 

1903 

Less  Dividend  authorised  25th 
August  1903 

, ,    Balance  of  net  Revenue  Account   . 
,,    Dividends  on  Shares — 

North    and    South    Railway  to 

30th  June  1903 
East    and    West    Railway     to 
30th  June  1903        . 


Estimated  Dividends  for  this 
half-year     .... 

Less  estimated  Dividends  for 
last  half-year 


Share  of  Joint  Railway  Dividends — 
ABC   Railway  and  X   Y   Z 

Railway,  75  per  cent 
ABC  Railway  and   National 

Railway,  40  per  cent 


£  s.    d. 

1,500,000     0     0 
1,400,000    0    0 


12,000     0     0 
48,000    0    0 


60,000  0 

0 

50,000  0 

0 

110,000  0 

0.. 

58,500  0 

0 

51,500     0     0 

45,300    0     0 
13,200     0     0 


Slst  December  1903. 
£  «.    d. 


100,000     0     0 
2,450,000     0     0 


110,000    0     0 


2,660,000     0     0 


Slst  December  1902. 
£  8.    d. 


190,000  0  0 
2,173,000  0  0 


48,500  0  0 

42,000  0  0 
10,000  0  0 


2,463,500  0  0 


No.  13. 


General  Balance  Sheet 


No.  13. 


Net  Revenue  Account  Balance  (No.  10)  £1,954,250 

Unpaid  Dividends  and  Interest  .         .  12,000 

Accrued  Interest  on  Debenture  Stock  603,750 

Balance  due  to  other  Companies          .  80,000 

Sundry  outstanding  Accounts     .        .  1,500,000 

Insurance  Fund 500,000 

Superannuation  Fund          .         .         .  1,300,000 

Savings  Bank 500,000 

Widows'  and  Orphans'  Fund  .  .  100,000 
Insurance,    Provident,    and    Pension 

Societies 250,000 

Steamers  Depreciation   and   Under- \  .^^  ^^q 

writing  Account       .         .         .       /  ' 


£7,200,000 


Capital  Account  Balance  (No.  4)  £2,500,000 

Cash  at  Bankers  and  on  Deposit          .  700,000 

General  Stores  and  Stock  of  Materials  1,600,000 

Traffic  Accounts  due  to  the  Company  1,300,000 

Balance  due  from  other  Companies      .  200,000 

Do.         do.       Clearing  House        .  150,000 

Do.         do.       Post  Office       .         .  70,000 

Sundry  outstanding  Accounts  .  .  550,000 
Reconstruction    Expenditure    carried 

forward 80,000 

Dividends  to  be  received  on  Shares\  ,.„  ^f^(^ 

held  by  the  Company      .         .        /  ^"'""" 


£7,200,000 


Certificate. 

and  true  statement  of  the  financial  condition  of  the  Company,  and  that  the  dividends 
charging  the  revenue  of  the  half-year  with  all  expenses  which  ought  in  our  judgment 

Q  g  I  Auditors. 
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In  the  report  and  accounts  issued  by  railway  companies  to  their  share- 
holders there  is  first  a  statement  as  to  the  earnings  of  the  company  for  the 
half-year,  and  the  dividends  proposed  to  be  paid  thereout,  a  list  of  bills 
proposed  to  be  applied  for,  in  order  to  obtain  further  powers,  and  so  forth ; 
a  general  report  on  the  company's  working  for  the  half-year,  with  the  names 
of  retiring  directors  and  auditors.  These  are  the  main  features  of  the 
reports  which  in  most  respects  resemble  those  of  ordinary  companies. 

The  Statements  of  Account  are  divided  into  two  principal  portions,  the 
one  applying  to  capital  and  the  other  to  revenue. 

Capital  Accounts  are  divided  thus : — 

No.  of 
Account. 

1.  Capital  authorised  and  created  by  the  company. 

2.  Stock  and  share  capital  created,  showing  the  proportion  received. 

3.  Capital  raised  by  loans  and  debenture  stock. 

4.  Receipts  and  expenditure  on  Capital  Account. 

5.  Details  of  capital  expenditure  for  the  half-year. 

Revenue  Accounts  are  thus  classified : — 
9.  Revenue  Account. 

10.  Net  Revenue  Account. 

11.  Proposed  appropriation  of  balance  available  for  dividend. 

12.  Abstracts.     (For  details  of  these  abstracts  see  Schedule  A,  No.  14.) 

13.  General  Balance  Sheet. 

The  Revenue  Account  is  charged  with  the  total  expenditure  under  each 
head  of  the  abstracts  (No.  12),  the  details  which  compose  these  totals  being 
enumerated  in  the  subheads  of  each  abstract.  In  addition  to  the  informa- 
tion thus  given,  a  marginal  column  is  provided  to  show  the  figures  for  the 
corresponding  period  in  the  previous  year.  This  plan  is  a  useful  one,  and 
facilitates  comparison  of  various  expenditures ;  it  also  avoids  the  necessity 
of  referring  to  a  previous  account  for  the  corresponding  figures.  It  should 
be  noticed  that  the  figures  of  the  same  period  in  the  previous  year  are 
given,  not  those  of  the  immediately  preceding  half-year. 

The  headings  of  the  abstracts  should  as  nearly  as  possible  agree  with 
those  of  the  revenue  accounts  appearing  in  the  Ledger,  which  were  considered 
in  the  earlier  part  of  this  article.  The  respective  Ledger  Revenue  Accounts 
are  ruled  in  columns  identical  with  the  subheads  appearing  under  the 
abstract  in  the  printed  accounts  (Schedule  A,  No.  15),  and  this  arrange- 
ment materially  assists  the  preparation  of  the  half-yearly  statements,  and 
also  saves  a  considerable  amount  of  clerical  labour.  Take  such  an  item  as 
wages,  for  example.  These  are  journalised  each  month  as  classified  in  the 
Wages  Book,  each  department  being  debited  under  the  Wages  column,  with 
the  sum  paid  on  account  of  it  for  the  month.  At  the  end  of  six  months 
the  Wages  column  in  the  departmental  Ledger  accounts  shows  the  gross 
charge  for  wages  to  the  several  departments ;  the  total  figure  ultimately 
appears  in  its  proper  abstract  under  the  head  of  wages.  The  same  remark 
applies  to  other  classes  of  outgoings.  Both  sides  of  the  Ledger  Account  are 
ruled  alike,  but  only  the  net  balance  on  the  account  (which  consists  of  the 
balances  of  the  subheads)  appears  in  the  printed  abstract.  It  is  clear  that 
the  journal  entries  affecting  the  revenue,  as  well  as  all  the  other  accounts, 
must  be  made  with  the  greatest  care,  in  order  that  each  department  may  be 
debited  with  the  correct  proportion  of  wages,  stores,  general  expenses,  and 
other  classes  of  outgoings ;  and,  on  the  other  hand,  the  account  must  receive 
credit  for  the  proceeds  of  stores  sold  and  for  wages  and  other  charges  in 
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respect  of  services  rendered  by  one  department  to  another,  that  so  the  final 
balance  may  represent  the  exact  amount  chargeable  to  each  department 
under  each  subhead. 

The  accounts  numbered  6,  7,  and  8  in  the  printed  statements  are  merely 
subsidiary. 

No.  6  shows  returns  of  working  stock. 

No.  7  shows  estimate  of  further  expenditure  on  capital  account. 

No.  8  shows  capital  powers,  etc.,  available  to  meet  further  expenditure. 

The  statements  numbered  6  and  7  do  not  immediately  affect  the  accounts. 
No.  8  is  made  up  from  ascertained  figures  shown  in  statements  Nos.  1,  2,  3, 4, 
and  after  allowing  for  the  estimates  in  No.  7,  the  former  statement  serves 
to  show  how  the  company's  available  powers  stand  in  relation  to  proposed 
further  capital  expenditure. 

The  construction  of  the  Eevenue  Account  is  worthy  of  attention ;  it  is 
made  up  in  three  sections,  and  thus  follows  the  correct  method  of  stating  a 
profit  and  loss  account  in  all  commercial  undertakings.  The  first  portion, 
termed  the  Eevenue  Account,  contains  the  gross  receipts  from  traffic,  and  the 
outgoings  chargeable  against  them,  the  balance  showing  the  gross  profit  on 
the  half-year's  working,  thus  corresponding  with  an  ordinary  trading  account. 
The  second  portion  brings  forward  the  ascertained  gross  profit,  and  also  the 
undivided  balance  from  the  previous  half-year.  In  this  section  is  also 
shown  revenue  from  other  sources,  such  as  dividends  on  shares  in  other 
companies,  and  transfer  fees ;  iper  contra  are  stated  the  fixed  charges  pay- 
able each  half-year,  interest  on  debenture  stocks,  chief  rents,  interest  on 
land  purchases,  and  such  like,  corresponding  with  the  second  portion  of  a 
profit  and  loss  account.  The  balance  of  Net  Eevenue  Account,  being  the 
amount  available  for  dividend,  is  transferred  to  the  appropriation  statement 
(No.  11).  This  appropriation  statement  only  shows  how  it  is  proposed  to 
divide  the  balance.  Before  it  becomes  operative  the  sanction  of  the  share- 
holders is  required ;  accordingly,  it  is  the  balance  of  Net  Eevenue  Account 
(No.  10)  that  appears  in  the  general  Balance  Sheet.  The  general  Balance 
Sheet  is  a  summarised  statement  which  incorporates  under  comprehensive 
titles  the  details  shown  on  the  Greneral  Ledger  balances  after  all  closing 
entries  have  been  made.  It  thus  contains  certain  items  of  account  which 
are  not  mentioned  in  the  foregoing  statements  and  abstracts,  such  as  the 
amount  of  the  superannuation,  insurance,  savings  bank,  and  other  funds, 
contributions  to  which  are  encouraged  by  most  large  railway  companies 
among  their  employees ;  also  the  balances  of  Clearing  House,  Post-Office,  and 
other  companies'  accounts. 

Sections  Nos.  14  and  15  are  statistical  only,  and  relate  to  lines  worked 
and  mileage  performed  during  the  half-year. 

On  comparing  statements  Nos.  4  and  13  it  will  be  noticed  that  only 
the  balance  of  capital  expenditure  appears  in  the  latter  account.  This  is 
an  important  feature  of  railway  Balance  Sheets,  distinguishing  them  from 
those  of  industrial  companies,  and  is  necessary  in  order  to  comply  with 
sec.  3  of  the  1868  Act,  and  follows  the  form  prescribed  in  the  schedule  to 
that  Act.  Directly  connected  with  this  matter  is  the  much  debated  question 
of  depreciation  on  wasting  assets.  It  is  to  be  observed  that  statement  4 
set  out  above  gives  six  heads  of  capital  outlay,  for  the  most  part  distinct 
in  nature  and  character  the  one  from  the  other.  Now  it  has  been  contended 
as  an  argument  against  providing  for  depreciation  on  the  wasting  assets  of 
railway  companies,  that  they  are  collectively  maintained,  renewed,  and 
repaired  entirely  out  of  revenue ;  that  replacements  of  worn-out  and  obsolete 
stock,  of  whatever  nature,  are  likewise  charged  to  revenue ;  that  the  more 
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modern  productions  could  not  be  manufactured  for  the  original  cost  of  the 
obsolete  or  worn-out  stock  replaced  thereby ;  and  that  therefore,  by  charging 
revenue  in  the  manner  described,  the  value  of  the  assets  is  not  diminished, 
but  rather  increased.  On  this  hypothesis  a  railway  company  begins  its 
career  with  say  one  hundred  locomotives,  and  in  process  of  time  five  of  them 
have  to  be  replaced,  and  an  increase  in  stock  has  also  become  necessary. 
Suppose  ten  modern  locomotives  are  built  to  supply  these  needs  :  as  to  five, 
the  cost  will  be  charged  to  revenue,  the  cost  of  the  other  five  being  charged 
to  capital,  and  representing  increase  in  working  stock.  The  contentions 
just  mentioned  hold  good,  for  a  time,  so  far  as  the  five  replacements  are 
concerned ;  but  what  is  to  be  said  concerning  the  unavoidable  wastage  that 
has  occurred  in  the  ninety-five  locomotives,  for  which  the  apparent  necessity 
of  renewal  has  not  yet  arisen  ?  The  inevitable  wear  and  tear  has  unques- 
tionably caused  a  diminution  in  value,  which,  though  not  immediately 
ascertainable,  is  nevertheless  in  the  nature  of  an  accruing  loss  that  must 
ultimately  become  a  permanent  one,  unless  it  has  been  anticipated  and 
reserved  against.  Writing  off  depreciation  upon  wasting  assets  is  admittedly 
not  only  a  prudent  practice,  but  an  essential  one,  if  the  finances  of  any 
concern,  possessing  assets  of  a  wasting  character,  are  to  be  adequately 
protected.  Moreover,  this  principle  is  recognised  in  relation  to  steamboats 
owned  by  railway  companies,  in  respect  of  which  a  depreciation  and  insur- 
ance fund  is  created  and  augmented  by  contributions  from  revenue.  (See 
Account  No.  9  supra,  and  Schedule  A,  No.  14  F.) 

The  anomaly  under  notice  has  chiefly  arisen  owing  to  the  adoption  of 
the  double  account  system  under  which  the  Legislature  requires  certain 
companies  incorporated  by  special  Act  of  Parliament — railway  companies 
among  others — to  use  the  capital  authorised  thereunder  when  raised  for 
the  execution  of  those  particular  public  works,  for  the  construction  of  which 
the  company  was  called  into  existence ;  and,  in  order  to  ascertain  that  such 
capital  has  been  exclusively  devoted  to  this  purpose,  the  expenditure  on 
capital  account  is  detailed  in  a  statement  (No.  4)  entirely  distinct  from  the 
general  Balance  Sheet.  (See  Dicksee's  Auditing,  pp.  179-183  ;  also  Eegula- 
tion  of  Eailways  Act  1889,  sec.  3,  52  &  53  Vict.  c.  57.) 

Apart  from  the  statutory  disability,  and  from  the  prevailing  custom  of 
assuming  that  the  wasting  assets  are  sufficiently  maintained  out  of  revenue, 
there  is  no  sound  reason  why  a  regular  provision  for  depreciation,  calculated 
upon  a  uniform  basis,  should  not  be  made  in  the  accounts  of  railway  com- 
panies before  determining  the  balance  available  for  dividend.  To  go  a  step 
further,  it  is  a  well-established  fact  that  no  balance  can  really  be  available 
for  distribution  as  actual  dividend  unless  all  known  contingencies — of  which 
depreciation  is  one — have  been  properly  provided  for. 

Under  sees.  30  and  31  of  the  Eailway  Companies  Act  1867,  an  auditor 
is  required  to  declare  in  his  certificate  to  the  accounts  whether  they 
"  contain  a  full  and  true  statement  of  the  financial  condition  of  the  com- 
pany," and  if  "  the  dividend  proposed  to  be  declared  on  any  shares  is  hona 
fide  due  thereon,  after  charging  the  revenue  of  the  half-year  with  all  expenses 
which  ought,  in  his  judgment,  to  be  paid  thereout." 

There  may,  in  addition  to  these  requirements,  be  others  affecting  the 
auditor,  prescribed  by  the  Act  of  Parliament  incorporating  a  particular 
railway  company.  Dealing  only  with  the  provisions  of  the  Act  quoted 
above,  there  are  three  important  points  upon  which  the  auditor  has  to 
satisfy  himself: — 

1.  That  the  financial  condition  is  fully  and  truly  set  forth  by  the  state- 
ment of  accounts  submitted  to  him. 
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2.  That  the  proposed  dividends  are  legitimately  due  and  payable. 

3.  That  revenue  has  been  properly  charged  with  all  expenditure  that 
it  ought  to  bear  before  the  balance  available  for  dividend  is  determined. 

But  for  the  special  regulations  applying  to  railway  companies,  and  having 
regard  to  the  observations  concerning  the  depreciation  of  wasting  assets,  it  is 
difficult  to  conceive  how  under  present  practices  an  auditor  can,  without 
qualification,  comply  with  the  conditions  of  this  certificate.  Since,  however, 
it  is  quite  clear  from  their  published  accounts  that  railway  companies  do 
not  specially  provide  for  unascertained  wastage  sustained  by  their  fixed 
plant  and  rolling  stock  through  wear  and  tear,  or  from  any  other  cause,  the 
auditor  is  not  to  be  held  responsible  for  the  omission,  even  though  he  make 
no  mention  of  it  in  his  certificate.  It  is,  however,  provided  under  the 
sections  of  the  1867  Act  already  quoted,  that  "  the  auditors  may  at  any  time 
add  to  their  certificate,  or  issue  to  the  shareholders  independently,  at  the 
cost  of  the  company,  any  statement  respecting  the  financial  condition  and 
prospects  of  the  company  which  they  think  material  for  the  information  of 
the  shareholders."  It  is  thus  open  to  an  auditor  to  circulate  his  opinion 
upon  the  company's  financial  position  should  he  think  fit  to  do  so ;  and  at 
the  same  time  he  is  at  liberty  to  state  the  extent  to  which  his  examination 
has  been  carried.  While  such  a  course  is  unusual,  it  is  quite  conceivable 
that  situations  could  occur  in  which  it  would  not  only  be  desirable,  but 
absolutely  essential  for  an  auditor  to  issue  such  a  document. 

A  summary  recapitulation  of  the  principal  matters  in  railway  accounts 
requiring  attention  by  a  professional  auditor  will  complete  the  foregoing 
considerations : — 

1.  The  auditor  should  peruse  the  Acts  of  Parliament,  and  examine  the 
statutory  books  to  such  an  extent  as  will  satisfy  him  that  the  Capital 
Account  is  correctly  recorded  in  the  companies'  books. 

2.  He  must  see  that  all  summaries  are  properly  compiled;  that  the 
periodical  abstracts  of  which  the  summaries  are  composed  have  been  duly 
certified  by  responsible  officials ;  and  that  the  resulting  totals  shown  on  the 
summaries  are  correctly  recorded  in  the  companies'  principal  books  of  account. 

3.  The  financial  records,  containing  in  summarised  form  the  information 
supplied  in  the  published  accounts,  should  be  verified  both  in  details  and  in 
totals ;  and  evidence  should  be  required  for  every  entry  made  in  the  Journal 
from  which  the  principal  Ledger  is  written  up. 

4.  Since  every  cash  transaction,  as  already  explained,  must  be  passed 
through  the  bank  accounts,  these  will  need  close  investigation  by  the  auditor 
to  ascertain  that  the  deposits  and  withdrawals  are  rightly  allocated  to  the 

•accounts  respectively  concerned. 

5.  The  entries  relating  to  monthly  Clearing  House  returns,  intermediate 
and  half-yearly  settlements,  must  be  examined,  the  composition  of  the 
Clearing  House  balance  shown  on  the  Ledger  Account  requiring  particular 
consideration. 

6.  All  estimates  of  outstanding  items  current  at  the  date  of  closing  the 
half-year's  accounts  should  be  tested.  The  schedules  of  stores  and  stocks 
on  hand  must  also  have  been  duly  certified  by  responsible  officials  as  to  (a) 
quantities,  (h)  prices,  (c)  valuations  of  work  in  progress,  and  (d)  arithmetical 
accuracy.  It  is  advisable  that  a  selection  of  items  should  be  made,  and 
independently  verified  by  the  auditor. 

7.  Care  must  be  taken  that  all  liabilities,  accruing,  contingent,  or  ascer- 
tained, are  provided  for ;  all  schedules  of  accrued  rent  and  interest  receivable 
from  investments  should  be  verified,  proper  allowance  being  made  for  all 
ascertained  and  recognised  deductions. 
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8.  The  securities  must  be  examined  and  agreed  with  the  corresponding 
investment  accounts ;  and  the  working  agreements  with  other  companies 
also  require  consideration  from  the  auditor. 

9.  The  interest  and  dividends,  paid  and/or  accrued  upon  the  various 
classes  of  stock,  should  be  agreed ;  all  cancelled  debenture  bonds  must  be 
examined,  and  the  balances  of  the  Share  Ledgers  agreed  with  (a)  the  Ledger 
Capital  Accounts,  and  (b)  the  Scrip  Books. 

10.  Close  consideration  is  required  to  the  allocation  of  expenditure  as 
between  capital  and  revenue.  The  declaration  of  a  dividend  or  otherwise,  may 
depend  upon  the  settlement  of  this  point.  Very  careful  inquiry  is  needed 
in  order  to  obtain  reliable  information  as  to  the  exact  nature  and  object  of 
any  special  or  unusual  expenditure ;  and  further,  any  expenditure  possessing 
the  dual  character  necessarily  calls  for  critical  attention. 

11.  The  "Balances  due  to  or  from  other  Companies"  (see  No.  13  supra) 
should  be  confirmed;  the  insurance,  superannuation,  savings  bank,  sick 
and  provident  funds  should  each  be  verified  to  see  that  the  several  deduc- 
tions from  wages,  and  any  other  forms  of  deposit,  together  with  the  payments 
thereout,  are  properly  treated.  The  cash  at  call  and  on  deposit  will,  of 
course,  be  verified  by  duly  executed  certificates  from  the  banks  or  other 
holders  of  any  such  monies, 

12.  Finally,  the  auditor's  attention  is  required  to  the  grouping  of  the 
assets  in  the  general  Balance  Sheet,  to  see  that  the  summarised  balances  are 
correctly  described  therein,  and  that  the  titles  employed  are  free  from 
ambiguity.  The  final  Ledger  balances  should  be  so  drawn  as  to  correspond 
exactly  with  the  groups  disclosed  by  the  Balance  Sheet. 

For  a  more  detailed  exposition  of  a  professional  auditor's  duty  in  relation 
to  the  accounts  of  railway  companies,  the  reader  is  referred  to  Dicksee's 
Auditing,  5th  edition,  pp.  120-122,  and  to  a  series  of  articles  upon  the 
Audit  of  Eailway  Accounts,  published  in  the  Accountant,  19th,  26th 
September,  and  3rd,  10th,  17th,  and  24th  October  1891. 

In  conclusion,  however  much  the  systematic  classification  and  record  of 
details  may  be  disparaged  as  involving  expenditure  of  time  and  money, 
which  appears  to  be  unproductive  outlay,  a  striking  contradiction  to  such  a 
fallacy  is  manifested  by  the  accounts  of  railway  companies.  Apart  alto- 
gether from  the  necessity  for  reliable  statistical  information — a  matter  of 
no  small  importance  to  railway  companies — the  voluminous  and  varied 
character  of  the  transactions  demand  that  minute  and  accurate  classification 
shall  be  applied  to  them,  in  order  that,  among  other  things,  leakages  of  every 
description  may  be  discovered  with  facility,  and  effectually  prevented. 


Schedule  A. 
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Schedule  A 


F(yrm  I. 


Station, 190. 


stations. 

Commen- 
cing No, 

Closing 
No. 

Children. 

Total  Pas- 
sengers. 

Class. 

Kate. 

Amount. 

Total  by- 
each 
Train. 

Cash. 

Initials. 

A 
B 
C 
D 

t 

(Fisher's  Railway  Accounts  and  Finance,  p.  14.) 


Stations  Daily  Cash  Advice  Sheet. 


Station. 

190... 

£      s.      d. 


Form  II. 


Advice  for — 

Coaching  ....... 

Goods  ....... 

Sundries  ....... 

Day's  receipts  ..... 

Coaching  balance  month  ending  ... 

In  Bank  parcel      ....     

This  is  forwarded  to  the  cashier  under  separate  cover.     In  the  cash-box 
accompanying  the  cash  remitted  is  the  following  Form : — 


No. 


To  the  Cashier  for District. 


190... 


I  have  this  day  remitted  for — 

Coaching  .... 

Goods         .  . 

Sundries    .... 

Total  day's  receipts  . 
Coaching  balance  month  ending 

Total  herewith 


£      s.      d. 


Station 

Clerk  in  charge 

(Fisher's  Railway  Accounts  and  Finance,  p.  37.) 
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Form  m. 


Monthly  Classification 


■sl 

■6 

g 

Deductions. 

No.  of 

li 

h9 

9 

-1 

o 

P 

stations 
and 

.a 

8 
5 

C3 

Return. 

•84 

^1 

Classes. 

6 

£ 

3 

1 

5 

1st. 

2nd. 

Sii. 

Foi-m  IV. 


Address  Book  and 


Share  Ledger  Folios. 

Name  of  Proprietor. 

Addreds. 

Rent  Charge. 

Guaranteed. 

Preference. 

Ordinary. 

- 

FormY. 


Secretary's  Daily  Advice 


Date. 

■ 
From  Whom  Received. 

Particulars. 

Dr. 

Amount. 

Cr. 
Paid  to  Bank. 

&      s.     d. 

£,       s.     d. 

FormYL 


Accounts  passed 


Date  of 
Account 

Name. 

Particulars, 

Amount. 

Sundry 
Accounts. 

Sundry  tradesmen, 
4  per  cent  Debenture 

Stock  interest. 
Harland     and    Wolff, 

Limited, 

Goods  supplied    .     . 
Half-year  on  £200,000 

Cost  of  S.  S.  Irene     , 

£,          s.     d. 

20,000     0     0 

4,000     0     0 

60,000     0     0 

£          s.     d. 

4,000     0     0 

60,000     0     0 

84,000     0     0 

64,000     0     0 
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OF  Passenger  Traffic 


Passengers. 

Gross  Rate. 

Receipts  fixjm  Passengers. 

Single. 

Sirst  Clasfl. 

Second 
Class. 

Third 
Class. 

Total 

No. 

Conveyed, 

Total 
Receipts. 

1st. 

2nd. 

3rd. 

£    s.    d. 

£     s.    d. 

£    s.    d. 

£    s.    d. 

£      s.     d 

Share  Balances 


Class  of  Stock  held. 

Amount  of  Stock. 

Rent  Charge. 

Guaranteed. 

Preference.               Ordinary. 

£       s.       d. 

£       s.       d. 

£       s.       a. 

£        8.       d. 

Sheet  to  Accountant's  Office 


Classification. 

Miscellaneous. 

Coaching 
Traffic. 

Goods 
Traffic. 

Mineral 
Traffic. 

Collection  by 
Secretary. 

Rent 
Collection. 

Amount 

Accoimt  to  be 
Credited. 

£      s.     d. 

£      s.      d. 

£      s.     d. 

£      s.     d. 

£      s.     d. 

£      s.      d. 

FOR  Payment  Book 


Maintenance 
of  Way. 

Locomotive 
Power. 

Carriage 

and  Wa^on 

Expenses. 

Traffic 
Expenses. 

General 
Charges. 

General 
Stores. 

Hotels, 
Refreshment 
Rooms,  etc. 

£        s.    d. 
5000     0     0 

£        *.    d. 
6000     0     0 

£         8.     d. 
1000     0     0 

£        s.    d. 
3000     0     0 

£        s.    d. 
1000     0     0 

£        s.    d. 
4000     0     0 

£       s.    d. 

5000     0     0 

6000     0     0 

1000     0     0 

3000     0     0 

1000     0     0 

4000     0     0 
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Form  Vn.  Wages 


Week  Ending. 

Pennanent  Way 

Department. 

Carriage 
and  Waggon 
Department. 

Locomotive 
Power. 

Traffic 
Expenses. 

Hotels  and 

Refreshment 

Rooms. 

£        s.      d. 

£        8.      d. 

£       8.      d. 

£       8.     d. 

£        8.      d. 

F&rm  VIII. 
Dr. 


Capital 


Date. 

Particulars. 

ft 

O  o 

TotaL 

£     s.    d. 

£      8.      d. 

£    s.    d. 

£     s.     (f. 

£    8.    d 

£         8.     d. 

To  Debentures 

converted    . 

25,000     0     0 

Form  IX. 
Dr. 


Bankers' 


Date. 

Particulars. 

Parr's 
Bank. 

Glyn  &  Co. 

Bank  of 
London. 

Bank  of 
England. 

Bank  of 
Scotland. 

Total. 

£ 

£ 

£ 

£ 

£ 

£           8.       d. 

Form  IX.A 


Bank  Account — 


The. 

Bank.    Deposit  Sheet 

Deposit  per  Pass  Book. 

Particulars. 

Deposit  Classification. 

05  j; 

s  a 

o  t- 

is 

Date. 

Source. 

Amount. 

Traffic  Receipts. 

Secretary's 
Collection. 

Rent 
Collection. 

Personal 
Accounts 

Coaching. 

Goods. 

Minerals. 

£    8.    d. 

£    8.    d. 

£    8.    d. 

£     8.     d. 

£     $._  d. 

£     8.     d. 

(See  Fisher's  i?.  A.  &  F.,  p.  396.) 
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Book 


other  Departments. 

Total. 

Amount  Retained  for 

Total 
Deduction. 

Net  Amount 
Due. 

Name  of 
Department. 

Amonnt. 

Rent. 

Super- 
annuation 
Fund. 

Accident 
Fund. 

&     s.    d. 

&      s.    d. 

£     s.   d. 

&     8.   d. 

£     s.    d. 

£     s.    d. 

£       s.    d. 

EXPENDITUKE 


Or. 


Date. 

Particulars. 

eg" 

111 

-So 
«  ^- 

fa 

Total. 

£    s.    d. 

£     s.    d. 

£     s.    d. 

£    s.    d. 

£     ».    d. 

£         s.     d. 

Drawing  Account 


Cr. 


Date. 

Particulars. 

Parr's 
Bank. 

Glyn  &  Co. 

Bank  of 
London. 

Bank  of 
England. 

Bank  of 
Scotland. 

Total. 

1903. 
Nov.  30 

Sundry  creditors 

£ 
5000 

£ 
2000 

£ 
4000 

£ 
500 

£ 
3500 

£        s.      d. 
15,000     0     0 

Analysis  Sheets 
Form  IX.  B 


The Bank.    Withdrawals  Sheet 


Withdrawals  per  Pass  Book. 

Particulars. 

Withdrawals  Classification. 

Date. 

Reference 
Folios. 

Amount. 

Personal 
Accounts. 

Nominal 

Capital 

Accounts. 

Nominal 
Revenue 
Accounts. 

Dishonoured 
Bills  and 
Cheques. 

Other  Headings 
according  to 
requirementfl. 

£     5.     d. 

&     s.     d. 

£      8.      d. 

£     8.      d. 

(See  Fisher's  B.  A.  <k  F.,  p.  398.) 
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Form  X. 
Dr. 


Steel 


Date  of 
Invoice. 

Tradesman's  Name. 

Day  Book 
Folio. 

Weight  Received. 

Rate. 

Amount. 

T.       e.       q.       lb». 

£,       s.       d. 

Form  XI. 


Stock 


yo.  of  detailed 
Stock  Sheet. 

Description  of  Stores. 

Stock  last 
Half-year. 

Purchases  this 
Half-year. 

Total. 

Locomotive 
and  Carriage 
Department. 

£       s.        d. 

£       s.       d. 

£       s.       d. 

&       s.       d 

Form  XII.  Railway 

Return  of  Through  Passenger  Traffic  booked  by  the  following 


stations. 

Foreign 
Company. 

Number  of  Passengers. 

Total. 

From 

To. 

(1) 

Single 

(1) 
Return. 

(2) 
Single. 

(2) 

Retuni. 

(8) 

Single. 

(8) 

Return. 

X 

z 

B.  Co. 

12 

12 

Form  XIII.                      RAILWAY  CLEARING  HOUSE 
Railway  Company 

Passenger  Traffic  Statement. 
Dr.  £    s.    d.  Or. 

To  Balance  (if  any)       .         .  By  Balance  (if  any) 

„   Interest     „  .         .  „  Interest 

„   Proportion    of    Through  „  Proportion    of    Through 

Traffic    due    to    other 
Companies,  Month 


of 


„   Proportion     of     Clearing 

House  Expenses  . 
„   Cash       .... 
„   Balance  (if  any) 


£    s.    d. 


Bookings  due  from 
other  Companies, 
Month  of 

„  Cash       .... 

„  Balance  (if  any) 
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Account 


Or. 


Date  of 
Issue. 

Department. 

Issue  Book 
Folio. 

Weight  Delivered. 

Rate. 

Amount. 

_ 

T.       c.       q.    .  lbs. 

£       s.       d 

Sheet  Summary 


Traffic 
Department. 

Way  and  Works 
Department. 

Secretary's  and 
Accountant's 
Department. 

Other 
Departments 

Total. 

Balance  being  Stores, 
etc.,  in  hand. 

£       s.       d. 

£       s.       d. 

£       s.        d. 

£       s. 

£       8.       d. 

£       s.       d. 

Clearing  House 

Stations  on  the  A  Railway  for  the  Month  of 190.... 


Gross  Rate. 

Amount. 

Proportion  due  other  Companies. 

Ordinary. 

Special. 

Tourist. 

12/6 

£    s.      d. 
7  10     0 

£    s       d. 
2  10     0 

£    s.      d. 

£    s.      d. 

Form  XIV. 


ABSTRACTS 


A.  Maintenance  of  Way — showing 

Salaries,  Expenses,  and  General  Superintendence. 

Wages. 

Materials. 

Repairs  to  Roads,  Bridges,  Signals,  and  other  Works. 

Sundry  other  Expenses. 

B.  Locomotive  power — showing 

Salaries,  Expenses,  and  General  Superintendence. 

Wages. 

Coal  and  Coke  consumed. 

Water. 

Oil,  Tallow,  and  other  Stores. 

Repairs  and  Renewals  of  Engines  and  Tools — 

a.  Wages. 

6.  Materials. 


464 


EAILWAY  ACCOUNTS  AND  THEIE  AUDIT 


C.  Repairs  and  Renewals  of  Carriages  and  Waggons — showing  : — 
Salaries,  Office  Expenses,  and  General  Superintendence — 

a.  Carriages. 

b.  Waggons. 
Wages — a.  Carriages. 

b.  Waggons. 
Materials — a.  Carriages. 
b.  Waggons. 
Sundry  Expenditure. 
D.  Traffic  Expenses — showing 
Salaries  and  Wages,  etc. 
Fuel,  Lighting,  Water,  and  General  Stores. 
Clothing. 

Printing,  Stationery,  and  Tickets, 
Horses,  Harness,  Vans,  Provender,  eta 
Waggon  Covers,  Ropes,  etc. 
Joint  Station  Expenses. 
Agents'  Commission. 
Sundry  Expenditure. 

E.  General  Charges — showing 

Direction  (Directors'  Fees). 

Salaries  of  Secretary,  General  Manager,  Accountant,  and  Clerks. 
Office  and  Sundry  Expenses. 
Advertising. 
Fire  Insurance. 

Railway  Clearing  House  Expenses. 
Travelling  Expenses  of  Directors,  Managers,  etc. 
Passenger  Insurance. 
Sundry  other  expenses. 
Where  a  railway  company  owns  steamboats  the  following  abstract  will  also  appear, 
in  addition  to  those  already  mentioned  : — 

F.  Steamboat  Expensea 

Salaries  of  Captains  and  Wages  of  Crews. 
Repairs  and  Ship  Stores. 
Coal  and  Engineers'  Stores. 
Light  and  Harbour  Dues. 
General  Charges. 
And  as  a  Memorandum  Account  will  be  shown — 


Steamboat  Depreciation  and  Underwriting  Account. 


Dr. 
To  Expenditure 

year  . 
,,    Balance 


this    half- 


Gr.  £ 

By  Balance  last  half-year 
„    Amount  transferred  from 
Revenue  this  half-year 


d. 


Form  XV. 
Dr. 


Specimen  of  a  Depaetmental 


Maintenance 

Date. 

Particulars. 

Folio. 

Salaries,  etc. 

Wages. 

Stores  and 
Materials. 

Repairs  to 
Roads,  etc. 

Sundry  Ex- 
penses. 

Total. 

&       s.       d. 

&  s.  d. 

£    s.    d. 

£      s.      d. 

£      s.      d. 

£  5.  d. 
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Schedule  B 
(1)  Journal  Entries  on  Conversion  of  Debentures. 

5  per  cent  Debenture  Stock  Account        .  .         Dr.       £100,000 

To  Debenture  Conversion  Account 
For  5  per  cent    Stock  cancelled  per  resolution  of  pro- 
prietors ...... 


Sundry  Allottees  .... 

To  4  per  cent  Debenture  Stock 
For  amount  of  4   per  cent  Stock  issued   to   them  per 
Application  and  Allotment  Book,  folios  1-156 


Dr.       £75,000 


Debenture  Conversion  Account    . 
To  4  per  cent  Debenture  Stock 
For  Amount  of  £100,000  5  per  cent  Debenture  Stock, 
now  converted  into  £125,000  4  per.  cent  Deben- 
ture   Stock,    transferred   per   resolution   of   pro- 
prietors ...... 


Dr.       £125,000 


Capital  Expenditure       .... 
To  Debenture  Conversion  Account 
For  difference  on  conversion  of  5   per  cent  Debenture 
Stock  transferred  .... 


Dr.       £25,000 


Dr. 


Ledger. 
5  Per  Cent  Debenture  Stock  Account. 


To  Debenture  Conversion "i       £iooooo 
Account — Transfer     /  ' 


Dr. 


4  Per  Cent  Debenture  Stock  Account. 

By  Cash  from  Sundry"! 

Allottees  / 

„  Debenture  Conversion  1 

Account — Transfer  / 


£100,000 


£75,000 


£125,000 


£25,000 


Cr. 


By  Balance  of  Account)       n■,r.r^^r.^ 

"^     ■,   f  ■        \      £100,000 

beiore  conversion    J  ' 


Dr.  Debenture  Conversion  Account.  Gr. 

To  4  per  cent  Debenture"!      pi9^nf)f\  By  5  per  cent  Debenture"!  4?innnnn 

Stock  Accoount  /  '  Stock  Account         /  ' 

'  „    Capital  Expenditure  .  25,000 


Gr. 
£75,000 

125,000 
£200,000 


Ledger 

Account 

Cr. 

of  Way. 

Date. 

Particolais. 

Folia 

Balaries,  etc. 

Wages. 

Stores  and 
Materials. 

Repairs  to 
Roads,  etc. 

Sundry  Ex- 
penses. 

Total. 

£      s.      d. 

£  s.  d. 

£   s.    d. 

£      s.      d. 

£     ».      d. 

£  s.  d. 

VOL.  V 


30 
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Schedule  B. — Continued. 
Dr.  Capital  Expenditure  Account. 

£25,000 


Or. 


To  Debenture  Conversion) 
Account — Transfer  / 


(See  also  Schedule  A,  Form  No.  VIIL) 


(2)  Entries  appearing  in  the  General  Journal,  obtained  from  the  Accounts  Passed  for 
Payment  Booh  and  half-yearly  Stock  Sheet  Summary : — 


31st  December  1903. 

(a)  Sundries  Dr.  to  Sundry  Creditors 

For  accounts  passed  for  payment  at  Board  Meeting 
held  28th  December  1903  as  per  Accounts 
Passed  for  Payment  Book,  folios  88-126 — 

Locomotive,  etc.  Power. 

Maintenance  of  Way  and  Works 

Traffic  Expenses 

Carriage  and  Waggon  Expenses  . 

General  Charges 

General  Stores  . 


£20,000 


(6)  Revenue  A/c  Dr.  .... 

To  4  per  cent  Debenture  Stock  Interest  Account — 
For  Interest  half-year  to  date  on  £200,000  4 
per  cent  Debenture  Stock 


(c)  Capital  Expenditure  Dr.         .... 
To  Harland  &  Wolff,  Lim.— 

For  cost  of  Mail  Steamer  "  Irene  "  as  per  their 
estimate  dated  16  June  1903  now  passed 
for  payment  .... 


£5000 
6000 
3000 
1000 
1000 
4000 


£4000 


£60,000 


£4000 


£60,000 


Entry  (a)  is  made  up  from  the  total  figures  appearing  in  the  columns  bearing 
similar  headings ;  entries  (6)  and  (c)  come  from  the  Sundry  Acco'ints  column  of  the 
same  book,  which  contains  amounts  not  otherwise  classified.     (See  Schedule  A,  No.  VI.) 


(3)  Entries  from  Stock  Sheet  Summary  and  Schedule  of  Outstanding  Accounts. 
3l8t  December  1903. 


Sundries  Dr.  to  General  Stores 

For  Stores  issued  for  half-year  to  date  as  per 
certified  Stock  Sheet  Summary — 
Locomotive,  &c..  Power         .  .  .       £5000 

Maintenance  of  Way  and  Works       .  .  2000 

Traffic  Expenses       .  .  .  .  1500 

General  Charges      ....  1500 


£10,000 


General  Stores  Dr. 

To  Sundry  Creditors 
For  accounts  owing  per  list  of  outstandings 


£6000 


Arthuk  F. 


£6000 
DODD. 
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Rating'.     See  Local  Taxation  and  Valuation,  vol.  iv.  p.  332. 

Real  Accounts.     See  Book-keeping,  vol.  i.  p.  411. 

Receipt. — A  receipt  is  a  written  acknowledgment  of  the  payment 
of  money  or  of  the  delivery  of  goods.  A  receipt  for  money  ia  primd  facie 
evidence  of  the  payment  of  a  debt."  No  particular  form  of  words  is  neces- 
sary to  constitute  a  receipt,  and  such  words  as  "settled,"  "paid,"  and 
"  discharged,"  together  with  the  signature  of  the  creditor,  on  a  statement  of 
account  may  be  used.  The  Stamp  Act  1891,  subject  to  certain  exceptions 
mentioned  in  the  schedule  to  the  Act,  imposes  a  duty  of  one  penny  upon 
every  receipt  given  for,  or  upon  payment  of  money  amounting  to  £2  or 
upwards.  Where  adhesive  stamps  are  used  for  receipts  the  stamps  should 
be  cancelled  by  writing  the  date  across  them. 

Receipts  and  Payments. — A  statement  of  receipts  and 
payments  is  a  statement  showing  the  actual  cash  received  and  actual 
cash  paid  away.  Such  statements  are  sometimes  wrongly  designated  as 
statements  of  income  and  expenditure,  but  this  latter  term  should  only 
be  applied  when  the  statement  includes  all  outstanding  income  and 
expenditure  in  addition  to  the  sums  actually  received  and  paid.  A 
statement  of  receipts  and  payments  may  truly  represent  income  and 
expenditure,  but  this  is  only  the  case  when  all  the  income  has  been 
received  and  all  the  expenditure  paid  in  the  form  of  cash  during  the 
year.  Statements  of  income  and  expenditure  should  have  the  items  of 
income  on  the  credit  side  and  expenditure  on  the  debit,  whereas  with 
statements  of  receipts  and  payments,  receipts  should  appear  on  the  debit 
and  payments  on  the  credit  side. 

Receiver. — Eeceivers  are  of  two  kinds : — 

1.  Eeceivers  appointed  by  the  Court. 

2.  Eeceivers  appointed  under  Deeds. 

1.  Eeceiveks  appointed  by  Court. — The  power  of  the  Court  to  appoint 
a  receiver,  once  confined  to  the  Court  of  Chancery,  but  now  conferred  on  all 
the  Divisions  of  the  High  Court,  is  one  of  the  most  useful  parts  of  its 
jurisdiction.  For  what  avails  it  for  the  Court  to  adjudicate,  however  nicely, 
on  the  rights  of  the  parties,  if  in  the  meantime  the  property,  to  which 
those  rights  relate,  has  disappeared  ?  It  is  to  meet  this  risk — to  protect 
and  preserve  the  subject-matter  of  the  litigation — that  the  appointment  of 
a  receiver  is  directed.  The  Court,  acting  by  its  officer,  lays  its  hand  on  the 
property  and  says,  in  effect,  Until  the  rights  in  question  in  this  action  are 
settled  this  property  must  remain  under  the  guardianship  of  the  Court,  and 
no  one  must  meddle  with  it  without  the  sanction  of  the  Court.  This  is  not 
only  the  object,  but  it  is  the  sole  object,  of  the  appointment  of  a  receiver : 
there  is  no  intention  to  alter  or  affect  the  rights  of  the  parties ;  still  less  to 
interfere  with  the  rights  of  persons  claiming  the  property  by  title  paramount. 
Such  persons  will  be  allowed,  as  a  general  rule,  to  pursue  their  legal 
remedies  (Eobbins,  Mort.  948  ;  Fisher,  Mort.  sec.  868) ;  but  before  they  can 
do  so  they  must  be  careful  to  obtain  the  leave  of  the  Court ;  for  the  Court 
wiU  permit  no  interference  with  its  receiver,  even  though  such  receiver  may 
have  been  erroneously  appointed  (Ames  v.  Birkenhead  Dock  Co.,  20  Beav. 
322).  To  so  interfere  is  a  contempt  of  Court,  punishable  by  committal 
{Helmore  v.  Smith,  35  Ch.  D.  449). 

"  It   is  quite  clear,"  says  Vice-Chancellor  Kindersley  in  Hawkins  v. 
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Gathercole,  1  Drew,  12,  at  p.  17,  "  that  when  this  Court  has  appointed  a 
receiver,  it  will  not  allow  the  possession  of  that  receiver  to  be  disturbed  by- 
anybody,  however  good  his  right  may  be ;  but  the  party  thinking  he  has 
a  right  paramount  to  that  of  the  receiver,  or  rather  to  that  of  the  person 
who  has  obtained  the  appointment  of  the  receiver,  must,  before  he  can  pre- 
sume to  take  any  steps  of  his  own  motion,  apply  to  the  Court  for  leave  to 
assert  his  right  against  the  receiver,  otherwise  he  is  guilty  of  a  contempt  of 
Court." 

The  Judicature  Act  1873  has,  by  sec.  25  (8),  very  much  enlarged  the 
powers  which  Courts  of  Equity  formerly  possessed  of  granting  receivers 
(Anglo-Italian  Bank  v.  Davies,  9  Ch.  D.  275).  This  subsection  runs  as 
follows :  "  A  receiver  may  be  appointed  by  an  interlocutory  order  of  the 
Court  in  all  cases  in  which  it  shall  appear  to  the  Court  to  be  just  or  con- 
venient that  such  order  should  be  made,  either  unconditionally  or  upon 
such  terms  and  conditions  as  the  Court  shall  think  just."  The  words  "  just 
or  convenient"  are  to  be  read  "just  and  convenient  "(iV!  L.  Railway  Co.  v. 
Gt.  N.  Railway  Co.,  11  Q.B.D.  30).  As  to  the  construction  to  be  put  on 
the  words  "just  or  convenient "  in  cases  where  an  application  is  made  for 
appointment  of  a  receiver  by  way  of  equitable  execution,  see  O.  50,  E.  15a 
of  the  Eules  of  the  Supreme  Court  1883,  cited  at  p.  470. 

The  Court  has  thus  conferred  upon  it  a  discretionary  jurisdiction  of  the 
widest  kind  in  regard  to  the  appointment  of  a  receiver,  and  it  would  be 
impossible  to  exhaust  all  the  contingencies  in  which  this  useful  jurisdiction 
may  be  invoked,  but  a  few  illustrations  may  be  given  of  the  more  common 
cases  in  which  it  is  exercised. 

In  what  Cases  Eeceiver  Appointed 

Debentures  or  debenture  stock  issued  by  (a)  trading  companies ;  (&) 
companies  carrying  on  public  undertakings. 

{a)  A  receiver  or  a  receiver  and  manager  is  constantly  appointed  in 
actions  by  debenture  holders  or  debenture  stockholders  of  a  company  con- 
stituted under  the  Companies  Act  1862-1900.  A  company  borrowing  on 
debentures  or  debenture  stock  commonly  secures  the  loan  by  a  floating 
charge  on  its  undertaking  and  general  assets.  By  taking  a  charge  in  this 
form  the  debenture  holders  give  an  implied  licence  to  the  company  to  deal 
with  the  property  covered  by  the  debentures  in  the  ordinary  course  of 
business,  reserving  to  themselves  the  right  to  claim  immediate  repayment 
in  certain  specified  events — usually  if  the  company  makes  default  in  pay- 
ing interest  or  winds  up.  On  the  happening  of  any  of  these  events,  the 
debenture  holders  may  intervene  and  get  a  receiver  appointed  of  the 
business  and  assets.  But  the  remedy  of  a  receiver  is  not  confined  to  these 
cases.  Whenever  the  debenture  holders'  security  is  imperilled,  even  though 
the  debenture  holders'  principal  has  not  become  payable  under  the  con- 
ditions, the  debenture  holders  are  entitled  to  the  protection  of  a  receiver. 
Where,  for  instance,  an  execution  has  been  levied  on  property  of  the  company 
comprised  in  the  security  {Edwards  v.  The  Standard  Syndicate  [1893], 
1  Ch.  574),  or  where  the  company's  works  have  been  closed  and  creditors 
are  threatening  actions  {MMahon  v.  North  Kent  Ironworks  [1891],  2  Ch. 
148),  or  where  a  winding  up  is  imminent  {re  Victoria  Steamhoats  Co. 
[1897],  1  Ch.  158) — in  these  and  similar  cases  the  Court  will  appoint  a 
receiver,  and  if  the  security  comprises  a  going  business,  a  receiver  and 
manager. 

In  a  debenture  holders'  action  of  this  kind,  if  a  receiver  is  part  of  the 
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relief  required,  the  writ  should  be  endorsed  with  a  claim  for  a  receiver,  or  a 
receiver  and  manager,  as  the  case  may  be.  It  is  often  necessary  where  a 
creditor  of  the  company  has  levied,  or  is  threatening  to  levy  execution, 
to  get  a  receiver  appointed  at  once.  For  this  purpose  the  plaintiff  should, 
after  issuing  the  writ,  apply  to  the  Court  ex  parte  for  leave  to  serve  short 
notice  of  motion  for  the  receiver  with  the  writ  (see  page  472).  Debenture 
holders  who  have  taken  possession  by  a  receiver  have  priority  over  an 
execution  creditor  at  any  time  before  the  sheriff  has  handed  over  the 
proceeds  of  sale  to  such  execution  creditor. 

(V)  Companies  carrying  on  public  undertakings. 

Where  debenture  holders'  or  debenture-stock  holders'  security  consists  of 
a  charge  on  a  public  undertaking,  such  as  that  of  a  waterworks  company 
{Beaker  v.  Herts  Waterworks  Co.,  41  Ch.  D.  399),  a  tramway  company,  a  canal 
company,  a  railway  company,  or  any  other  company  constituted  under  or 
governed  by  the  Companies  Clauses  Acts,  1845,  1863,  and  1869,  the  Court 
will  appoint  a  receiver,  but  not  a  manager, — the  policy  of  the  law  in  the 
case  of  an  undertaking  of  public  utility  being  to  give  the  debenture  holders 
only  the  earnings  of  the  company — the  "  fruit  of  the  tree  "  as  Lord  Cairns 
expressed  it  {Gardner  v.  London,  Chatham,  and  Dover  Railway  Co.,  L.E. 
2  Ch.  202,  217). 

EquitaUe  execution,  appointment  of  receiver  by  way  of ;  see  Judgment 
Creditor,  infra. 

Executor. — A  receiver  may  be  appointed  to  a  deceased's  estate,  before 
grant  of  probate  or  administration,  by  any  Division  of  the  High  Court ;  but 
the  application  for  such  appointment  should  properly  be  made  in  the 
Probate  Division  {re  Parker,  54  L.J.  Ch.  694).  A  judge  of  the  Chancery 
Division  will  not  appoint  a  receiver  for  this  purpose  except  in  special 
circumstances,  such  as  danger  to  assets  {re  Henderson,  2  Times  K.  322). 
Good  cause  must  be  shown  before  a  receiver  will  be  appointed  against  an 
executor.  The  estate  being  insolvent  is  not  good  cause  {Baird  v.  Walker, 
38  Sol.  J.  56 ;  Richmond  v.  White,  12  Ch.  D.  361),  nor  is  the  mere  fact  that 
the  executor  does  not  admit  assets  {Phillijps  v.  Jones,  38  Sol.  J.  360). 

Foreign  Country,  Property  in. — The  Court  has  jurisdiction  to  appoint  a 
receiver  of  real  and  personal  property  abroad  {re  Maudsley,  Sons,  and  Field 
[1900],  1  Ch.  602 ;  Seton,  J.,  6th  ed.  812 ;  Kerr,  R,  4th  ed.  112) ;  also,  if 
necessary,  a  receiver  and  manager  of  a  business  carried  on  abroad  {Hid.). 

Infants. — The  Court  in  its  capacity  of  parens  patriae  will  protect  an 
infant's  estate  by  appointing  a  receiver  where  there  is  no  guardian  {Hicks 
V.  Hicks,  3  Atk.  274)  or  the  estate  is  being  mismanaged  {Aburroiv  v.  A.,  10 
Sim.  602 ;  Simpson,  Inf.  433 ;  Seton,  J.,  6th  ed.  786). 

Judgment  Creditors. — It  often  happens  that  a  judgment  creditor  finds 
no  property  of  the  debtor  held  under  a  legal  title  on  which  he  can  levy  by 
means  either  of  a  fi,  fa.  or  an  elegit,  yet  the  debtor  is  possessed  of  some 
interest  in  property  bearing  a  value ;  for  instance,  an  equity  of  redemption 
{Anglo-Italian  Bank  v.  Davies,  9  Ch.  D.  275  ;  Salt  v.  Cooper,  16  Ch.  D.  544), 
or  a  reversionary  interest  under  a  will  or  settlement  {Fuggle  v.  Bland,  11 
Q.B.D.  711),  or  the  income  of  a  trust  fund  {Oliver  v.  Loivther,  28  W.E.  381 ; 
Welt  V.  Stanton,  11  Q.B.D.  518).  The  only  way  in  which  the  judgment 
creditor  can  reach  property  of  this  description  is  by  obtaining  the  appoint- 
ment of  a  receiver.  The  Court  then  takes  the  property  into  its  possession 
and  appropriates  the  corpus  or  income,  as  the  case  may  be,  to  answer  the 
judgment  creditor's  debt.  This  process  is  commonly  spoken  of  as  equitable 
execution,  though  it  would  be  more  correct  to  describe  it  as  equitable  relief 
(see  per  Bowen,  L.J.,  re  Shephard,  43  Ch.  D.  131). 
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An  order  for  appointment  of  a  receiver  by  way  of  equitable  execution 
ought  not  to  be  made  where  there  is  no  impediment  to  levying  legal  execu- 
tion, nor  ought  it  to  be  made  unless  the  amount  of  the  judgment  debt 
warrants  the  expense.  With  reference  to  this  point,  0.  50,  R  15a  of  the 
Rules  of  the  Supreme  Court,  1883,  provides  as  follows : — 

In  every  case  in  which  an  application  is  made  for  the  appointment  of  a  receiver 
by  way  of  equitable  execution,  the  Court  or  a  Judge,  in  determining  whether  it  is 
just  or  convenient  that  such  appointment  should  be  made,  shall  have  regard  to 
the  amount  of  the  debt  claimed  by  the  applicant,  to  the  amount  which  may 
probably  be  obtained  by  the  receiver,  and  to  the  probable  costs  of  his  appointment, 
and  may,  if  they  or  he  shall  so  think  fit,  direct  any  inquiries  on  these  or  other 
matters  before  making  the  appointment  (see  I.  v.  K.,  W.ls,  1884,  63). 

As  to  the  practice  adopted  by  Judges  in  Chambers  with  regard  to  the 
appointment  of  receivers  where  the  judgment  debt  is  small,  see  Ann.  Pr. 
1904,  vol.  i.  p.  701.  Security  is  generally  dispensed  with  {Hewett  v. 
Murray,  54  L.J.Ch.  572). 

Litigation  pending. — The  Court  has  power,  under  the  Judicature  Act 
1873,  sec.  25,  to  appoint  a  receiver  where  the  title  to  the  property  is  in 
dispute  {Berry  v.  Keen,  51  L.J.Ch.  912). 

Lunatics. — Under  the  Rules  on  Lunacy  1892,  R.  83,  the  Judge  in  lunacy 
may,  in  any  case,  if  he  thinks  fit,  appoint  a  receiver  of  the  estate  of  a 
lunatic  (see  Wood  Renton,  Lunacy,  p.  360). 

Mortgagees. — Under  the  old  practice  the  Court  would  not  appoint  a 
receiver  at  the  instance  of  a  legal  mortgagee  {Habershon  v.  Oill,  W.N.  1875, 
231),  the  principle  being  that  a  legal  mortgagee  had  the  remedy  in  his  own 
hands  and  could  take  possession  when  he  pleased.  Since  the  Judicature 
Act  the  Court  has  not  adhered  so  strictly  to  this  rule.  In  Pease  v.  Fletcher, 
1  Ch.  D.  274,  for  instance,  where  the  mortgagee  was  legal  mortgagee  of  part 
of  the  property,  and  equitable  mortgagee  of  part,  the  Court,  on  an  inter- 
locutory application  by  the  mortgagee  in  a  foreclosure  action,  appointed  a 
receiver  of  the  whole  property  (see  also  Truman  v.  Redgrave,  18  Ch.  D. 
547).  But  it  would  seem  from  re  Prytherch  {Prytherch  v.  Williams,  42 
Ch.  D.  590)  that  the  Court  will  still,  as  a  rule,  not  assist  a  legal  mortgagee 
in  possession  to  get  rid  of  his  responsibilities  by  appointing  a  receiver.  A 
legal  mortgagee  has,  however,  it  must  be  remembered,  power  to  relieve  himself 
from  the  position  of  a  mortgagee  in  possession  by  appointing  a  receiver 
under  the  mortgagee  deed  (Conveyancing  Act,  1881,  sec.  19).  If  a  business 
is  carried  on  on  the  mortgaged  property,  a  receiver  wiU  not  be  appointed 
to  manage  the  business  unless  the  business  forms  part  of  the  security,  or  it 
is  necessary  for  the  protection  of  the  security  to  carry  on  the  business  in 
order  to  sell  it  to  advantage  as  a  going  concern  (Makins  v.  Ihotson  [1891], 
1  Ch.  133). 

Partners — (a)  as  between  partners  themselves ;  (&)  at  instance  of  a 
creditor  of  a  partner. 

(a)  To  obtain  a  receiver  where  a  partnership  is  subsisting  there  must  be 
more  than  a  partnership  squabble ;  the  due  winding-up  of  the  concern  and 
the  safety  of  the  assets  must  be  endangered  (Lind,  P.,  6th  ed.  537)  by  the 
misconduct,  for  instance,  of  one  of  the  partners  {Eastwick  v.  Conningshy,  1 
Vern.  119),  for  in  such  a  case  the  confidence  which  is  the  basis  of  partner- 
ship is  destroyed,  and  the  Court  may  properly  intervene. 

(b)  By  the  Partnership  Act,  1890,  sec.  23,  "  The  High  Court  or  a  Judge 
thereof,  or  the  Chancery  Court  of  the  County  Palatine  of  Lancaster,  or  a 
County  Court  may,  on  the  application  by  summons  of  any  judgment  creditor 
of  a   partner,  make   an  order   charging   that    partner's  interest   in  the 
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partnership  property  and  profits  with  payment  of  the  amount  of  the 
judgment  debt  and  interest  thereon,  and  may,  by  the  same  or  a  subsequent 
order,  appoint  a  receiver  of  that  partner's  share  of  profits  (whether  abeady 
declared  or  accruing)  and  of  any  other  money  which  may  be  coming  to 
him  in  respect  of  the  partnership,  and  direct  all  accounts  and  inquiries  and 
give  all  other  orders  and  directions  which  might  have  been  directed  or  given 
if  the  charge  had  been  made  in  favour  of  the  judgment  creditor  by  the 
partner,  or  which  the  circumstances  of  the  case  may  require.  .  . " 

An  application  under  this  section  is  made  to  the  Judge  in  Chambers  by 
summons.  The  summons  asks  for  a  charge  on  the  respondent  partner's 
interest  in  the  partnership  property,  and  that  a  certain  person — naming 
him — be  appointed  receiver  (E.S.C.  1883,  O.  46,  E.  1a).  The  summons 
must  be  served  on  the  respondent  and  on  any  of  his  partners  who  are 
within  the  jurisdiction  (ibid.  E.  1b). 

Railway  Companies  Act,  1867. — A  judgment  creditor  of  a  railway  com- 
pany being  debarred  from  levying  execution  on  the  rolling  stock  and  plant 
of  the  company  is  given  in  lieu  thereof — by  sec.  4  of  the  above  Act — a 
right  to  appointment  of  a  receiver  and,  if  necessary,  a  manager  of  the 
undertaking  (see  Browne  and  Theobald,  Eailways,  3rd  ed.  576,  577). 

Vendor  and  Purchaser. — On  the  application  of  an  unpaid  vendor  of  the 
property  of  a  company  in  voluntary  liquidation  and  unable  from  insolvency 
to  carry  on  its  works,  the  vendor  was  appointed  receiver  without  security 
or  salary  (Boyle  v.  Bettws  Llantwit  Colliery  Co.,  2  Ch.  D.  726). 

Other  Cases. — A  receiver  has  been  appointed  of  a  college  fellowship 
{Feistel  v.  King's  Coll.  10  Beav.  491),  of  a  government  pension  (JVoad  v. 
Backhouse,  2  Y.  &  C.C.  529),  of  a  newspaper  (Chaplin  v.  Young,  6  L.T.  97), 
but  a  receiver  cannot  be  appointed  of  the  profits  of  a  benefice  with  cure  of 
souls  (^Hawkins  v.  Gathercole,  6  De  Gr.  M.  &  G-.  1). 

Who  Appointed 

The  fittest  person  should  be  appointed  without  regard  to  who  may 
propose  him  (Lespinasse  v.  Bell,  2  Jac.  &  W.  436),  but  he  should  be 
a  disinterested  person,  and  he  should  not  be  a  person  whose  duty  it  is  to 
watch  and  check  the  receiver  when  appointed  (Sutton  v.  Jones,  15  Vesey, 
584).  Hence,  primd  facie,  one  of  the  parties  to  the  action  is  not  la 
proper  person  to  be  appointed,  nor  a  trustee,  nor  a  next  friend ;  but  the 
plaintiff  may  in  a  case  of  urgency  be  appointed  (Taylor  v.  Eckersley,  2 
Ch.  D.  302),  though  not  the  plaintiff's  solicitor  (Allen  v.  Lloyd,  12  Ch.  D. 
447).  If  one  of  the  parties  is  appointed  it  must  be  with  the  consent  of  the 
others  (Allen  v.  Lloyd,  12  Ch.  J).  447,  451).  See  Seton,  J.,  6th  ed.  775 ; 
Kerr,  R,  4th  ed.  115. 

"When  a  receiver  has  been  appointed  in  a  debenture  holders'  action,  and 
the  company  is  afterwards  wound  up,  a  difficulty  often  arises  as  to  whether 
the  receiver  is  to  be  superseded  by  the  liquidator  or  not.  There  is  no  general 
rule,  so  the  Court  of  Appeal  stated  in  Bartlett  v.  Northumherland  Avenue 
Hotel  Co.,  1885,  35  L.T.E.  611,  that  a  receiver  appointed  in  a  debenture 
holders'  action  is,  on  a  winding-up,  to  be  displaced  in  favour  of  the  liqui- 
dator, and  the  reason  is  that  the  mere  appointment  of  a  liquidator  as 
receiver  of  the  company's  assets  generally  for  the  benefit  of  all  parties 
interested  does  not  give  the  debenture  holders  the  special  protection  they 
have  a  right  to  (Bartlett  v.  Northumberland  Avenue  Hotel  Co.,  supra; 
Strong  v.  Carlyle  Press  [1893],  1  Ch.  (C.A.)  268).  It  is  obviously, 
however,  much    more    convenient    and   a   saving    of  expense    that    the 
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winding-up  should  be  in  the  hands  of  one  person  instead  of  two,  and 
the  practice  is  to  discharge  the  receiver,  and  appoint  the  liquidator,  with 
his  consent,  to  act  as  receiver  ( Willmott  v.  London  Celluloid  Co.,  34  Ch.  D. 
147 ;  re  Joshua  Stubbs  [1891],  1  Ch.  (C.A.)  475,  482  ;  British  Linen  Co.  v. 
South  American  and  Mexican  Co.,  37  Sol.  J.  840 ;  Perry  v.  Oriental  Hotels 
Co.,  L.K.  5  Ch.  420).  In  so  appointing,  the  Court  may,  if  it  thinks  it 
desirable,  direct  the  liquidator  to  keep  separate  accounts  {Tottenham  v. 
Swansea  Zinc  Ore  Co.,  32  "W.K.  716).  The  case  is,  of  course,  stiU  stronger 
for  appointing  the  liquidator  receiver  where  the  debenture  holders'  applica- 
tion for  a  receiver  is  made  subsequently  to  the  winding-up,  and  section  4  QS) 
of  the  Companies  (Winding-up)  Act,  1890,  expressly  now  provides  that,  where 
an  application  is  made  to  the  Court  to  appoint  a  receiver  on  behalf  of  the 
debenture  holders  or  other  creditors  of  a  company,  the  official  receiver  may 
be  so  appointed.  But  this  general  rule  of  convenience  will  yield  to  special 
circumstances.  Thus,  where  debenture  holders  whose  debentures  were 
charged  on  the  company's  whole  undertaking,  including  uncalled  capital, 
had  obtained  a  receiver  in  an  action  to  enforce  their  security,  and  a  winding- 
up  order  was  afterwards  made,  and  it  appeared  that  nearly  the  whole 
capital  had  been  called  up,  the  Court  refused  to  substitute  the  liquidator 
for  the  receiver,  being  of  opinion  that  the  debenture  holders,  as  'primd  fojcie 
owners  of  all  the  assets,  ought  to  control  the  realisation  of  them  {re  Joshua 
Stubbs  [1891],  1  Ch.  (C.A.)  482 ;  and  see  Strong  v.  The  Carhjle  Press  [1893], 

1  Ch.  (C.A.)  268 ;  and  Stamford  Banking  Co  v.  Allchin,  1891,  26  L.J.N.  38. 

An  important  distinction  exists  for  this  purpose  between  a  receiver 
appointed  by  the  Court  and  a  receiver  appointed  by  trustees  of  a  debenture 
stock  holders'  trust-deed,  under  a  power  in  the  deed  or  by  debenture  holders. 
If  the  trustees  or  the  debenture  holders  have  a  right  to  appoint  a  receiver  to 
represent  them  in  getting  in  and  selling  the  property  and  have  exercised 
the  right,  the  Court  will  not  supersede  a  receiver  of  their  choosing  by 
appointing  the  liquidator  receiver  in  his  place  {re  Pound,  Son,  and 
Hutchins,  42  Ch.  D.  402). 

How  Appointed 

There  is  no  jurisdiction — with  a  few  exceptions — to  appoint  a  receiver 
unless  an  action  is  pending  {Salter  v.  Salter  [1896],  P.  291),  but  an 
originating  siunmons  is  for  this  purpose  an  action  (E.S.C.,  0.  71,  E.  1 ; 
Jud.  Act,  1873,  sec.  100),  and  a  receiver  may  be  appointed  at  any  time 
after  service  of  such  summons,  either  in  Court  or  Chambers  {re  Francke, 
5  L.J.  Ch.  437).  If  the  appointment  of  a  receiver  be  a  substantial  object  of 
the  action,  the  writ  should  be  endorsed  with  a  claim  for  such  receiver 
{Colebourne  v.  Colebourne,  1  Ch.  D.  690).  The  application  for  appointment 
of  a  receiver  is  usually  made,  in  the  Chancery  Division,  by  motion  to  the 
Court.  In  the  King's  Bench  Division  a  receiver  is  appointed  by  a  Judge 
in  Chambers  on  summons  (0.  54,  E.  12 ;  Gwatkin  v.  Bird,  52  L.J.  Q.B.D. 
263).  A  Master  in  the  King's  Bench  Division  has  no  jurisdiction  to  appoint 
a  receiver  (0.  54,  E.  12  {h)  ),  nor  has  a  Eegistrar  in  the  Admiralty  Division 
{ibid.).  The  appointment  of  a  receiver  may,  in  cases  of  urgency,  be  made 
even  before  service  of  the  writ  {re  H's.  estate,  1  Ch.  D.  276).  In  order 
to  save  time,  leave  is  often  asked,  and  granted,  to  serve  notice  of  motion  for 
a  receiver  with  the  writ.  Where  this  is  done  the  plaintiff  should  state  in 
the  notice  of  motion  that  such  leave  has  been  given.  The  Court  will  also, 
in  cases  of  urgency,  appoint  an  interim  receiver  on  motion  ex  parte,  upon 
the  plaintiff  giving  an  undertaking  as  to  damages  {Taylor   v.   Eckersley, 

2  Ch.  D.  302). 
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Form  of  Order  Appointing  Receiver 

(a)  In  Administration  Action 

This  Court  doth  appoint  X.  Y.  of  ,  upon  his  first  giving  security,  to  collect 

and  get  in  the  outstanding  personal  estate  or  A.,  the  testator  in  the  writ  named, 
and  it  is  ordered  that  the  defendants  B.  and  C,  the  executors  of  the  will  of  the  said 
testator,  do  deliver  over  to  such  receiver  all  securities  in  their  hands  for  such  out- 
standing personal  estate,  together  with  all  books  and  papers  relating  thereto. 
And  it  is  ordered  that  the  said  X.  Y.  do  pass  his  accounts  and  do  pay  his  balances 
as  the  Judge  shall  direct. 

(b)  In  Debenture  Holders'  Action — Receiver  and  Manager 

And  the  plaintiffs,  by  their  counsel,  undertaking  to  be  answerable  for  the 
receipts  of  X.  Y.,  the  receiver  hereinafter  appointed,  until  he  shall  have  given 
security  pursuant  to  this  order,  this  Court  doth  appoint  the  said  X.  Y.  of  , 

chartered  accountant,  until  judgment  in  this  action  or  further  order,  receiver  of  all 
the  property  and  assets  of  the  defendant  company  comprised  in  and  subject  to  the 
security  or  charge  created  by  the  mortgage  debentures  issued  by  the  defendant 
company  to  the  plaintiff  and  the  other  debenture  holders,  and  to  manage  and 
carry  on  the  business  of  the  defendant  company  comprised  in  the  said 
debentures.  And  it  is  ordered  that  the  said  X.  Y.  do,  within  fourteen  days,  give 
security  as  such  receiver  and  manager,  according  to  the  course  of  the  Court,  to 
the  satisfaction  of  the  Judge,  and  do  at  such  times,  as  shall  be  fixed  by  the 
Master's  certificate,  of  his  having  given  security  leave  at  the  chambers  of  the 
Judge  his  annual  account  as  such  receiver  and  manager,  and  do,  within  such 
times  as  shall  be  fixed  by  the  Master's  certificate  of  the  allowance  of  each  account, 
make  the  payment  into  Court  mentioned  in  the  schedule  hereto. 

And  it  is  ordered  that  the  defendant  company  do  deliver  over  to  the  said  X.  Y., 
as  such  receiver  and  manager,  all  books,  leases,  deeds,  papers,  and  documents 
relating  to  the  said  property  and  assets  comprised  in  the  security. 

Schedule 

{Title  of  Action) 

Ledger  Credit  as  above 


Particulars  of  Funds  to  be  Lodged. 

Person  to  make 
Lodgment. 

Amounts. 

Money. 

Securities. 

Balance  to  be,  from  time  to  time, 
certified  on  passing  the  receiver 
and  manager's  account,  or  so 
much  as  shall  be  certified  to  be 
payable. 

Invest  and  accumulate  in  New 
Consols  amounts  paid  in. 

X.  Y.,  the  receiver  anJ 
manager. 

Security 

Order  50,  Rule  16,  of  the  R.S.C.  1883,  deals  with  the  subject  of 
security : — 

When  an  order  is  made  directing  a  receiver  to  be  appointed,  unless  otherwise 
ordered,  the  person  to  be  appointed  shall  first  give  security,  to  be  allowed  by  the 
Court  or  a  Judge,  and  taken  before  a  person  authorised  to  administer  oaths, 
duly  to  account  for  what  he  shall  receive  as  such  receiver,  and  to  pay  the  same  as 
the  Court  or  Judge  shall  direct ;  and  the  person  so  to  be  appointed  shall,  unless 
otherwise  ordered,  be  allowed  a  proper  salary  or  allowance.  Such  security  shall 
be  by  recognisance  in  the  Forms  Nos.  20a  and  21  in  Appendix  L,  unless  the  Court 
or  a  Judge  shall  otherwise  order  (Ann.  Pr.  1904,  700-702  ;  Kerr,  R.,  4th  ed.  138-146  : 
and  Seton,  J.,  6th  ed.  776-777). 
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When  an  order  is  made  appointing  a  person  named  in  the  order  to  be 
receiver,  the  cause  is  adjourned  to  chambers  in  order  that  the  person 
named  may  give  security,  and  when  that  is  done  the  order  is  drawn  up. 
When  security  is  ordered  to  be  given  a  receiver's  title  is  not  complete  until 
the  security  is  given,  though  he  is  from  the  first  an  officer  of  the  Court 
and  accountable  as  such ;  but  so  soon  as  the  security  is  given  the  receiver's 
title  relates  back  to  the  date  of  his  appointment  {Edwards  v.  Edwards, 
2  Ch.  D.  291 ;  ex  farte  Evans,  13  Ch.  D.  252).  The  security  required  is 
generally  double  the  amount  of  the  rental  of  the  property. 

Where  a  person  is  appointed  receiver  without  salary  but  has  to  find 
security,  and  for  that  purpose  pays  premiums  to  a  guarantee  society  for 
joining  in  the  security,  he  wiU  be  allowed  such  premiums  in  his  account. 
A  receiver  appointed  with  a  salary  will  not  {Harris  v.  Sleep  [1897], 
2  Ch.  80). 

Duties  and  Poweks  of  Management 

The  duties  of  a  receiver  appointed  by  an  order  framed  in  general  terms 
are,  to  take  possession  of  the  property  of  which  he  is  appointed  receiver, 
to  get  in  the  rents  and  profits,  to  discharge  necessary  outgoings,  and  to 
pay  the  surplus,  after  retaining  his  own  remuneration,  into  Court  or  deal 
with  it  as  directed  by  the  order. 

Letting. — A  receiver  can,  without  getting  the  leave  of  the  Judge,  let  for 
a  year  certain,  or  for  any  term  not  exceeding  three  years.  As  to  leases 
see  Statute  of  Frauds,  sec.  2,  and  Kerr,  R.,  4th  ed.  186-191. 

Distraining. — If  the  owner  is  not  in  possession  the  tenants  are  ordered 
to  attorn.  When  a  tenant  has  attorned  the  receiver  may  distrain  without 
getting  the  leave  of  the  Court  {Pitt  v.  Snovjden,  3  Atk.  750). 

Repairs. — In  regard  to  these  the  rule  is  that  a  receiver  should  not 
expend  more  than  £30  a  year  without  the  sanction  of  the  Judge  (Kerr, 
R,  4th  ed.  193  ;  Dan.  Ch.  Pr.,  7th  ed.  1444  n.).  This  is  in  pursuance  of  the 
general  principle  that  a  receiver  must  not  involve  the  estate  in  expense 
without  leave. 

Legal  Proceedings. — A  receiver  ought  not  to  originate  any  proceedings 
in  the  action.  For  instance,  he  ought  not  to  present  a  bankruptcy 
petition  against  a  debtor  to  the  estate  {ex  parte  Socker,  22  Q.B.D.  185 ; 
Kerr,  E.,  4th  ed.  198-199),  for  no  cause  of  action  vests  in  him.  He  is  a 
mere  ministerial  officer.  If  it  becomes  necessary  that  steps  should  be 
taken  he  should  apply  to  the  persons  having  the  conduct  of  the  proceedings 
in  the  action  to  take  them. 

Management. — A  receiver,  unless  specially  empowered  to  do  so,  cannot 
carry  on  a  business — he  is  not  a  manager  ( Whitley  v.  Challis  [1892],  1  Ch. 
(C.A.)  64). 

Eeceiver  and  Manager 

A  manager  wiU  only  be  appointed  where  the  security  comprises  a 
going  business  {Makins  v.  Percy  Ihotson  [1891],  1  Ch.  133;  Peek  v. 
Trismaran  Iron  Co.,  2  Ch.  D.  115).  Thus  where  an  hotel  building 
was  charged  by  debentures,  but  there  was  nothing  to  show  that  it 
covered  business  or  goodwill,  the  Court  held  that  the  debenture  holders 
might  have  a  receiver  of  the  rents  though  not  a  manager  ( Whitley  v.  Challis 
[1892],  1  Ch.  64).  But  it  is  not  necessary  to  entitle  debenture  holders  or 
a  mortgagee  to  a  receiver  and  manager,  that  the  "  business  "  or  "  goodwill " 
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should  be  expressly  mentioned  ;  it  is  enough  if  it  is  included  by  implication 
in  the  security — for  instance,  if  the  security  charges  "the  undertaking 
and  all  the  property,  book  debts,  and  uncalled  capital  of  the  Company " 
{Edwards  v.  The  Standard  Syndicate  [1893],  1  Ch.  574),  or  "all  the 
company's  property,  present  and  future,  including  its  uncalled  capital" 
(Makins  v.  Ihotson  [1891],  1  Ch.  133).  When  a  manager  is  appointed 
the  appointment  will  only  be  for  a  limited  period,  at  the  expiration  of  which 
period  the  plaintiff  in  the  action  must  apply  for  an  extension  of  the 
authority ;  for  it  is  not  the  province  of  the  Court  to  carry  on  a  business 
indefinitely,  but  only  so  far  as  may  be  necessary  for  realising  the  security 
to  the  best  advantage. 

A  receiver  carrying  on  a  business  with  the  sanction  of  the  Court  is 
personally  responsible  to  the  customers,  and  must  look  to  the  estate  for 
an  indemnity  {Otven  and  Co.  v.  Cronk  [1895],  1  Q.B.  265 ;  Burt  v.  Bull 
[1895],  1  Q.B.  276).  A  receiver  must  not,  it  is  scarcely  necessary  to  say, 
enter  into  any  arrangement  under  which  his  interests  will  conflict  with  his 
duty  {re  Eastern  and  Midland  Ely.  Co.,  90  L.T.N.  20). 

Salaky 

There  is  no  regular  scale  of  remuneration  for  receivers;  it  depends 
on  the  circumstances  of  each  case ;  it  consists  either  of  a  percentage  upon 
the  receiver's  receipts  or  a  gross  sum  by  way  of  salary.  The  amount 
of  the  salary  or  allowance  is  not  generally  fixed  until  the  passing  of  the 
first  account  (see  Kerr,  R,  4th  ed.  210-238).  When  a  receiver  has  been 
put  to  any  extraordinary  trouble  or  expense  he  may  be  entitled  to 
allowances  beyond  his  fixed  salary  {Gourand  v.  Hanmer,  9  Beav.  3). 


Accounts 

By  O.  50,  E.  18,  of  the  Eules  of  the  Supreme  Court,  1883  :— 

"  When  a  receiver  is  appointed  with  a  direction  that  he  shall  pass  accounts,  the 
Court  or  Judge  shall  fix  the  days  upon  which  he  shall — annually  or  at  longer  or 
shorter  periods — leave  and  pass  such  accounts,  and  also  the  days  upon  which  he 
shall  pay  the  balances  appearing  due  on  the  accounts  so  left  or  such  part  thereof 
as  shaU  be  certified  as  proper  to  be  paid  by  him.  And  in  the  respect  to  any 
such  receiver  as  shall  neglect  to  leave  and  pass  his  accounts,  and  pay  the  balances 
thereof  at  the  times  so  to  be  fixed  for  that  purpose  as  aforesaid,  the  Judge 
before  whom  any  such  receiver  is  to  account  may  from  time  to  time,  when  his 
subsequent  accounts  are  produced  to  be  examined  and  passed,  disallow  the  salary 
therein  claimed  by  such  receiver,  and  may  also,  if  he  shall  think  fit,  charge  him 
with  interest  at  the  rate  of  £5  per  cent  per  annum  upon  the  balances  so  neglected 
to  be  paid  by  him  during  the  time  the  same  shall  appear  to  have  remained  in  the 
hands  of  any  such  receiver." 

Eeceiver's  accounts  are  to  be  in  the  following  form : — 

No.  14.    Receiveb's  Account  (O.  50,  R  19) 

\Title\ 

The  [  ]  account  of  A.  B.,  the  receiver  appointed  in 

this  cause  [or-,  pursuant  to  an  order  made  in  this  cause,  dated 

To  Accord  with\     the  day  of  ],  to  receive  the  rents  and  profits  of 

the  Order.      /     the  real  estate,  and  to  collect  and  get  in  the  outstandiTig  personal 

estate  of  C.  D.,  the  testator  [w,  intestate]  in  this  cause  named, 

from  the  day  of  ,  to  the  day  of 


( 
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Real  Estate— Receipts 
(1) 


Na  of 
ItAm. 

Date  when 
received. 

Tenant's  Name. 

Description  of  Premises. 

Annual  Bent 

1 
2 

John  Jones 
Thomas  Jones    . 

Home    farm  in  the    parish    of 
Norton    in    the    county    of 
Oxford 

House  at  Norton  aforesaid 

£       8.       d. 

(2) 


Arrears  due  at 

Amount  due  at 

Amount  received. 

Arrears  remaining 
due. 

Observations. 

£       s.       d. 

£       s.       d. 

£       s.       d. 

£       s.       d. 

Payments  and  Allowances  on  Account  of  Real  Estate 

(1) 


No.  of 
Item. 

Date  of  Payment  or 
Allowance. 

Names  of  Persons  to  whom 
paid  or  allowed. 

For  what  Purpose  paid  or  allowed. 

1 
2 

3 

Sun  Fire  Office 
Thomas  Carpenter  . 

James  Francis 

One  year's  insurance  of,  due  . 
Bill    for  repairs   at  house   let  to 

Thomas  Jones    .... 
Allowance  for  a  half-year's  income 

tax,  due 

Total  payments        £ 

(2) 


Amount. 

£       s.       d. 

(1) 
Receipts  on  Account  of  Personal  Estate 


No.  of 
Item. 

Date  when 
received. 

Names  of  Persons  from 
whom  received. 

On  what  Account 
received. 

Amount  received. 
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(2) 

Payments  and  Allowances  on  Account  op  Personal  Estate 


No.  of 
Item. 

Date  when  paid 
or  allowed. 

Names  of  Persons  to 
whom  paid  or  allowed. 

For  what  purpose  paid 
or  allowed. 

Amount  paid  or  allowed. 

• 

Summary 

Amount  of  balance  due  from  receiver  on  account  of  real  estate  on  last 
account    ............ 

Amount  of  receipts  on  the  above  account  of  real  estate 

&     s.     d. 

Balance  of  last  account  paid  into  Court     .... 

Amount  of  payments  and  allowances  on  the  above  account 
of  real  estate  . 

Amount  of  receiver's  costs  of  passing  this  account  as  to 
real  estate 


Balance  due  from  the  receiver  on  account  of  real  estate 

Amount  of  balance  due  from  receiver  on  last  account  of  personal  estate 
Amount  of  receipts  on  the  above  account  of  personal  estate 

£     s.      d. 
Balance  of  last  account  paid  into  Court      .... 
Amount  of  payments  and  allowances  on  the  above  account 

of  personal  estate   ...."... 
Amount  of  receiver's  costs  of  passing  this  account  as  to 

personal  estate 


Balance  due  from  the  receiver  on  account  of  personal  estate        .        .  £ 

And  see  DanieU's  Chancery  Forms,  5th  ed.  879. 

Affidavit  verifying  Account. — The  account  must  be  verified  by  an 
affidavit  in  the  foUowing  form  (E.S.C.  1883,  0.  50,  E.  20)  :— 

In  the  High  Court  of  Justice — Chancery  Division 
Mr.  Justice 

\Title  of  cause  or  matter'] 

I  of  ,  the  receiver  appointed  in  this  cause,  make  oath  and 

say  as  follows  : — 

1.  The  account  marked  with  the  letter  A.  produced  and  shown  to  me  at  the 
time  of  swearing  this  my  affidavit,  and  purporting  to  be  my  account  of  [the  rents 
and  profits  of  the  real  estate  and  of  the  outstandmg  personal  estate  of 

the  testator  [or  intestate]  ]  in  this  cause  from  the  day  of  19  to 

the  day  of  19  both  inclusive,  contains  a  true  account  of  all  and 

every  sum  of  money  received  by  me  or  by  any  other  person  or  persons  by  my  order 
or,  to  my  knowledge  or  belief,  for  my  use  on  account  or  in  respect  of  the  [said 
rents  and  profits  accrued,  due  on  or  before  the  said  day  of  on  an 

account  or  in  respect  of  the  said  personal  estate],  except  what  is  included  as 
received  in  my  former  account  [or  accounts]  sworn  by  me. 

2.  The  several  sums  of  money  mentioned  in  the  said  account  hereby  verified  to 
have  been  paid  and  allowed  have  been  actually  and  truly  so  paid  and  allowed  for 
the  several  purposes  in  the  said  account  mentioned. 

3.  The  said  account  is  just  and  true  in  all  and  every  the  terms  and  particulars 
therein  contained  according  to  the  best  of  my  knowledge  and  belief. 

4.  W.  X.  and  Z.  Y.  ,  sureties  named  in  the  recognisance,  dated  the 
day  of              19       ,  are  both  alive,  and  neither  of  them  has  become  bank- 
rupt or  insolvent. 
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Every  receiver  must  leave  his  account,  drawn  in  the  above  form — mutatis 
mutandis — and  verified  by  affidavit,  in  the  chambers  of  the  Judge  to  whom 
the  cause  is  assigned,  and  an  appointment  for  passing  such  account  must 
be  obtained  by  the  plaintiff  or  person  having  the  conduct  of  the  cause 
(RS.C,  0.  50,  K.  20),  and  see  Dan.  Ch.  Pr.  7th  ed.  1446 ;  Kerr,  R,  4th  ed. 
220,  and  Central  Ofi&ce  Regulations  (K.B.D.) ;  Ann.  Pr.  1904,  702-3. 

A  receiver  making  default  in  leaving  his  account  or  making  any  pay- 
ment may  be  required  to  attend  at  chambers  to  show  cause,  and  proceed- 
ings may  be  taken  accordingly  (RS.C,  0.  50,  R  21). 

The  result  of  the  receiver's  account  is  to  be  certified  from  time  to  time 
by  the  Master  (see  Appendix  L,  Form  22). 

On  passing  accounts  the  receiver's  solicitor  attends  with  vouchers  like 
any  other  accounting  party,  and  the  account  is  gone  through.  A  person 
seeking  to  surcharge  must  give  notice  of  his  intention.  The  receiver's  bill 
of  costs  is  brought  in  with  his  account,  and  after  taxation  the  amount 
allowed  is  included  in  his  disbursements  (see  Kerr,  E..,  4th  ed.  221). 

The  proper  mode  of  compelling  a  receiver  to  account  or  pay  in  his 
balances  is  by  a  four-day  order  obtainable  on  summons  (Whitehead  v. 
Lynes,  34  Beav.  161).  The  order  must  be  indorsed  under  0.  41,  R.  5,  and 
served  personally,  and  may  be  enforced  by  attachment  or  committal,  or, 
without  any  leave  from  the  Court,  by  sequestration  against  the  receiver's 
estate  and  effects  {S^irunt  v.  Pugh,  7  Ch.  D.  567 ;  re  E.  A.  Grey  [1892], 
2  Q.B.  440,  451.) 

Discharge  of  Beceiver. — See  Kerr,  R,  4th  ed.  233-240 ;  Seton,  J.,  6th 
ed.  814-16.  A  summons  for  discharge  of  a  receiver  should  \)q  served  on  all 
parties  (Dan.  Ch.  Pr.,  7th  ed.  1454) :  for  a  receiver  is  appointed  for  the 
benefit  of  all  parties  interested,  and  will  not  therefore  be  discharged  merely 
on  the  application  of  the  party  at  whose  instance  he  was  appointed 
(Bainbrigge  v.  Blair,  10  L.J.Ch.  193). 

Common  Form  of  Order. — Let  X.  Y.,  the  receiver  of  etc.,  appointed  by  the  order, 
dated  etc.,  be  discharged.  And  let  him  pass  his  final  account  and  lodge  the 
balance  which  shall  be  certified  to  be  due  from  him  in  Court  as  directed  by  the 
said  order,  dated  etc.  And  thereupon  let  the  recognisance,  dated  etc.,  entered  into 
by  the  said  X.  Y.,  together  with  A.  and  B.,  his  sureties,  be  vacated  (Seton,  J.,  6th 
ed.  814). 

2.  Eeceivers  appointed  under  Deeds. — It  is  a  very  old  practice  in 
drafting  a  mortgage  to  give  the  mortgagee  power,  at  any  time  after  the  right 
to  enter  has  arisen,  to  appoint  a  receiver  of  the  mortgaged  property,  and  the 
deed  goes  on  commonly  to  provide  that  such  receiver  shall  be  deemed 
the  agent  of  the  mortgagor.  The  object  of  these  provisions  is  to  give  the 
mortgagee  all  the  advantages  of  a  mortgagee  in  possession  without 
the  habiHties  incident  to  that  position.  For  instance,  if  the  mortgaged 
property  consists  of  leaseholds  at  a  high  rental,  and  the  mortgage  is  by 
assignment,  the  mortgagee,  by  going  into  possession,  renders  himself  as 
legal  assignee  personally  liable  to  pay  the  rent  of  the  premises ;  he  is  also 
liable,  whether  the  property  is  leasehold,  freehold,  or  copyhold,  to  be  called 
strictly  to  account  at  the  suit  of  the  mortgagor,  not  only  for  rents  and 
profits  received,  but  for  rents  and  profits  which  he  might  or  ought  to  have 
received  (CAop^w  v.  Young,  33  Beav.  330).  By,  putting  in  a  receiver  as 
agent  for  the  mortgagor  a  mortgagee  avoids  these  inconveniences.  He 
takes  by  the  hand  of  the  receiver  the  net  profits  of  the  property,  and  if  the 
mortgagor  complains  of  the  management  he  can  say :  "  The  receiver  is  your 
agent;  I  am  not  responsible  for  his  mismanagement  or  misconduct."     A 
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power  for  a  mortgagee  to  appoint  a  receiver  is  now  by  the  Conveyancing 
Act,  1881,  sec.  19,  deemed  to  be  inserted  by  implication  in  every  mortgage 
deed  unless  expressly  negatived.  These  considerations  apply  equally  to 
mortgages  and  charges  by  companies,  and  a  power  to  appoint  a  receiver  and 
manager  is  accordingly  now  nearly  always  inserted  in  trust-deeds  securing 
debentures  and  debenture  stock  (see  Encyclopmdia  of  Forms  and  Precedents, 
vol,  V.  pp.  16,  55),  and  the  duties  of  such  receiver  and  manager  defined  with 
considerable  minuteness.  Not  unfrequently  a  similar  power  is — to  save 
the  expense  of  a  trust-deed — inserted  in  an  ordinary  debenture  (ibid.  p.  82). 
Such  a  power  is  of  a  fiduciary  character,  and  the  donors  of  it  must  exercise 
it  for  the  benefit  of  all  the  debenture  holders,  and  not  to  promote  any 
private  end  {Stuart  v.  MasTcelyne  Typewriter,  1897,  W.N.  170).  Where  a 
receiver  has  been  appointed,  under  such  a  power  in  debentures,  to  carry  oil 
the  company's  business  as  agent  for  the  debenture  holders,  the  Court  has 
no  power  in  the  winding  up  of  the  company  to  fix  the  receiver's  remunera- 
tion {re  Vimbos  Line  [1900],  1  Ch.  470).  Edward  Manson. 

Receivers'  Accounts. — Eeceivers  may  be  broadly  divided 
into  two  classes,  those  appointed  by  parties,  and  those  appointed  by  the 
Court. 

Eeceivers  Appointed  by  Parties. — This  class  includes  (i.)  receivers  ap- 
pointed by  a  mortgagee  in  the  exercise  of  his  power  of  sale  under  the 
Conveyancing  Act  1881,  and  (ii.)  receivers  appointed  under  contract  con- 
tained either  in  debenture  bonds  themselves  or  in  a  trust-deed  under  which 
debentures  are  issued.  A  receiver  appointed  by  a  mortgagee  is  agent  for  the 
mortgagor,  but  may  be  accountable  not  only  to  the  party  appointing  him, 
but  also  to  other  parties  beneficially  interested.  His  account  will  in  nearly 
all  cases  be  either  a  chronological  record  of  receipts  and  payments,  or  a 
convenient  summary  thereof.  He  has  to  apply  all  moneys  received  by  him 
as  follows : — 

(1)  In  discharge  of  all  rents,  taxes,  rates,  and  outgoings  whatever, 
affecting  the  mortgaged  property. 

(2)  In  keeping  down  all  annual  sums  or  other  payments,  and  the  interest 
on  all  principal  sums  having  priority  to  the  mortgage  in  right  whereof  he 
is  receiver. 

(3)  In  payment  of  his  commission,  and  of  premiums  on  fire,  life,  or 
other  insurances,  if  any,  properly  payable  under  the  mortgage  deed  or 
under  the  Conveyancing  Act,  1881,  and  the  cost  of  executing  necessary 
or  proper  repairs  directed  in  writing  by  the  mortgagee. 

(4)  In  payment  of  the  interest  accruing  due  in  respect  of  any  principal 
money  due  under  the  mortgage. 

(5)  The  residue  to  the  person  who,  but  for  the  possession  of  the  receiver, 
would  have  been  entitled  to  receive  the  income  of  the  mortgaged  property, 
or  who  is  otherwise  entitled  to  that  property. 

A  receiver  for  debenture-holders,  appointed  by  them  or  their  trustee,  will 
account  to  the  debenture-holders  appointing  him,  but  in  the  event  of  a 
surplus,  he  may  be  called  to  account  by  the  liquidator  of  the  Company. 
His  account  is  usually  a  summary  of  receipts  and  payments  prepared  on 
much  the  same  lines  as  that  of  a  voluntary  liquidator.  It  is  important  to 
note  that  a  receiver,  appointed  under  these  conditions,  is  the  agent  of  the 
company,  whether  in  liquidation  or  not,  and  is  not  the  agent  of  the  trustees 
for  the  debenture-holders.  It  follows  that,  in  the  event  of  the  assets  in  the 
hands  of  the  receiver  being  insufficient  to  satisfy  any  liabilities  which  may 
have  been  incurred  by  him  in  order  to  enable  him  to  carry  on  the  business  of 
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the  undertaking,  the  remedy  of  the  receiver's  creditors  is  against  the 
company  only  (Gosling  v.  Gaskell,  189*7 ;  66  L.J,Q.B.  848). 

Beceivers  Appointed  hy  the  Court. — A  receiver  appointed  by  the  Court 
must  account  thereto.  If  he  is  appointed  with  a  limited  object,  e.g.  the 
prompt  realisation  of  the  assets  of,  and  payment  out  of  the  creditors  of,  a 
partnership  business,  he  should  submit  his  accounts  so  soon  as  he  is  in  a 
position  to  do  so.  If  his  appointment  is  an  indefinite  one,  the  order 
appointing  him  will  direct  the  days  upon  which  he  shaU,  annually,  or  at 
longer  or  shorter  periods,  prepare  and  pass  his  accounts,  and  also  the  days 
upon  which  he  shall  pay  the  balances  appearing  due  on  such  accounts  or 
such  part  thereof  as  shall  be  certified  as  properly  payable  by  him.  In  the 
event  of  default  in  submission  of  accounts  and  payment  of  balances  by  the 
receiver,  the  court  may  disallow  the  salary  claimed  by  him,  and  also,  if 
thought  fit,  charge  him  with  interest  at  the  rate  of  £5  per  cent  per  annum 
upon  the  balances  so  unpaid  (0.  50,  E.  18). 

The  procedure  for  passing  accounts  is  as  follows  :-^— 

The  receiver  leaves  at  the  judge's  chambers  his  accounts,  which  are  to 
be  in  the  forms  given  below  and  verified  by  affidavit ;  and  an  appointment 
is  then  obtained  by  the  person  having  conduct  of  the  action  (0.  50,  E.  20). 

Separate  forms  are  prescribed  for  real  and  personal  estate  as  under — 


Title  of  Action 


To  Accord  with  Order. 


The  (first  or  subsequent)  account  of  A.  B.  the  Keceiver  appointed  in  this  Cause  (or 
pursuant  to  an  order  made  in  this  cause),  dated  the  day  of 

to  receive  the  rents  and  profits  of  the  real  estate  (and  or  to  collect  and  get 
in  the  outstanding  personal  estate,  as  the  case  may  be)  of  C.  D.,  the  testator 
(or  intestate)  in  this  Cause  from  the  day  of  to  the 

day  of 


Real  Estate  Receipts. 


No.  of 
Item. 

Date  when 
Received. 

Tenants' 
Names. 

Descrip- 
tion of 
Premises. 

Annual 
Rent. 

Arrears 
due  at 

Amount 
due  at 

Amount 
Received. 

Arrears 

Remaining 

due. 

Observa- 
tions. 

See  note 
below. 

Payments  and  Allowances  on  Account  of  Real  Estate. 


No.  of 
Item. 

Date  of  Payment 
or  Allowance. 

Names  of  Persons  to 
whom  paid  or  allowed. 

For  what  Purpose 
paid  or  allowed. 

Amount. 
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Receipts  on  Acccnmt  of  Personal  Estate. 
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No.  of           Date  when  Re- 
Item,      1          iceived. 

Names  of  Persons  from 
whom  Received. 

On  what  Account 
Received. 

Amount 
Received. 

Payments  and  Allowances  on  Account  of  Personal  Estate. 


No.  of           Date  when  paid 
Item.               or  allowed. 

Names  of  Persons  to  whom 
paid  or  allowed. 

For  what  Purpose  paid 
or  allowed. 

Amount  paid 
or  allowed. 

Note. — In  the  first  account  of  rents  he  must  state  in  the  column  for 
observations  hoio  each  tenant  holds ;  and  every  alteration  should  be  noted 
in  subsequent  accounts ;  in  this  column  he  should  also  enter  any  remarks  he 
may  think  proper  to  make  as  to  (1)  arrears  of  rent;  (2)  state  of  repairs  or 
otherwise. 

Note  that — 

(1)  The  accounts  and  other  papers  are  to  be  written  upon  foolscap  paper 
bookwise,  unless  the  nature  of  the  document  renders  it  impracticable 
(0.  66,  R  2). 

(2)  The  items  on  each  side  of  the  account  are  to  be  numbered  con- 
secutively (0.  33,  E.  4). 

(3)  The  account  is  to  be  referred  to  in  the  affidavit  as  an  exhibit,  and 
must  be  so  marked  by  the  Commissioner  administering  the  oath. 

(4)  No  erasures  are  to  be  made  in  the  accounts,  and  all  alterations  must 
be  initialled  by  the  Commissioner  (0.  38,  E.  22). 

(5)  The  receiver's  costs  are  to  be  brought  in  as  a  separate  bill,  which, 
after  taxation  and  allowance,  will  be  included  in  his  disbursements. 

(6)  Vouchers  for  sums  of  40s.  and  upwards  are  required,  and  will  be 
initialled  by  the  proper  officer  of  the  Court  upon  production.  If,  however, 
any  party  to  the  cause  takes  objection  to  any  particular  voucher,  the 
affidavit  or  oral  evidence  of  the  person  receiving  the  money,  or  other  proof 
of  his  signature,  may  be  required.  Vouchers  must,  of  course,  be  duly 
stamped. 

(7)  Sums  under  40s.  may  be  substantiated  by  the  oath  of  the  accounting 
party,  but  he  must  mention  to  whom,  for  what,  and  when,  the  amounts 
were  paid. 

When  the  account  is  passed  it  is  entered  by  the  receiver  or  his  solicitor 
in  duplicate  books,  and  the  entry  in  each  book  verified  by  his  affidavit, 
referring  to  the  account  as  an  exhibit.  The  books,  with  office  copy  of  the 
affidavit,  are  left  at  the  Judge's  chambers,  and  a  memorandum  of  the 
allowance  of  the  account  is  written  at  the  foot  of  it  and  signed  by  the  chief 
clerk.  One  of  these  books,  called  the  "  Eeceiver's  Book,"  is  kept  at 
VOL.  V  31 
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chambers  until  the  completion  of  the  receivership,  when  it  is  deposited  at 
the  Central  Office.  The  other  is  delivered  back  from  time  to  time  to 
the  receiver. 

The  chief  clerk's  certificate,  as  prescribed  by  0.  50,  R.  22,  is  made  when 
the  account  is  passed,  stating  the  amount  due  from  the  receiver,  and  the 
day  on  which  it  is  to  be  paid  into  Court. 

Any  large  sum  in  the  receiver's  hands  should  be  paid  into  Court  forth- 
with without  waiting  to  pass  his  accounts  ;  otherwise  he  may  be  charged 
with  interest  upon  sums  retained  by  him.  Sidney  S.  Dawson. 

Receiving*  Order.     See  Bankruptcy  (England),  vol.  i.  p.  272. 

Reference.     See  Arbitration,  vol.  i.  p.  127. 

Remainder.     >S'ee  Reversions. 

Rente. — The  term  used  on  the  Continent  to  designate  the  national 
debt  of  such  countries  as  France,  Italy,  and  Belgium.  It  signifies  the 
interest  paid  to  the  holders  of  the  national  debt  of  these  countries.  In 
Britain,  Consols  are  always  looked  upon  from  the  point  of  view  of  the 
capital  involved,  but  in  France  and  other  Continental  countries  what  the 
State  sells  and  the  pubKc  buys  is  literally  a  perpetuity,  no  mention  being 
made  of  any  principal  sum.  The  price  of  this  "  rente,"  as  it  is  called,  goes 
up  and  down,  and  is  expressed  in  percentage  values  just  as  Consols  are  in 
this  country. 

Reserves  and   Reserve    Funds.— The  multiplicity  of 

terms  in  use  in  connection  with  this  subject  is  unfortunate,  and  the 
indefinite  character  of  the  nomenclature  is  confusing  and  misleading. 
Amongst  the  terms  used  are  reserve,  reserve  account,  reserve  fund, 
margin,  surplus,  and  rest.  As  a  consequence,  elaborate  distinctions  have 
been  drawn  by  the  respective  adherents  purporting  to  show  the  meaning 
of  the  various  expressions  in  an  endeavour  to  justify  their  continued  em- 
ployment. For  instance,  it  is  stated  that  reserved  profits  employed  in 
the  ordinary  business  of  the  concern  which  earned  them  are  capitalised 
profits  and  not  a  reserve ;  and,  further,  that  the  term  reserve  fund  should 
only  be  used  when  the  sum  in  question  is  specifically  invested  in  "  outside 
securities."  Others  have  expressed  the  opinion  that  the  word  reserve 
is  rightly  applicable  to  any  of  the  general  resources  of  a  concern,  even  in- 
cluding the  paid-up  capital,  so  long  as  the  resources  are  in  cash  or  readily 
realisable  securities ;  but  it  is  more  generally  contended  that  a  reserve 
must  necessarily  have  its  origin  in  profit  of  some  form  or  other,  whether 
from  carrying  on  the  business  of  the  concern  in  question,  from  premiums 
upon  the  issue  of  shares  or  loan  capital,  or  otherwise.  It  is  certainly  a  fact 
that  in  the  majority  of  cases  a  reserve  has  its  origin  in  profits,  but  whether 
this  necessarily  implies  that  a  concern  possessing  a  reserve  must  possess  a 
sum  of  undistributed  profits  is  a  matter  of  opinion  upon  which  there  are 
different  views. 

A  reserve  has  been  long  recognised  as  the  amount  by  which  the  assets 
of  a  concern  exceed  the  sum  of  its  paid-up  capital  and  liabilities.  Such  a 
definition,  however,  might  be  more  accurately  applied  to  the  surplus  of  a 
concern,  leaving  the  question  as  to  whether  such  surplus  is  or  is  not  a  real 
reserve  to  be  decided  by  an  examination  of  the  assets  involved.     A  concern 
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may  have  a  genuine  surplus  of  assets  as  defined  above,  and  yet  be  financially 
embarrassed  as  the  result  of  an  inadequate  amount  of  paid-up  capital. 

For  the  purpose  of  ascertaining  the  extent  of  a  surplus  the  assets  may 
be  taken  at  the  bona  fide  value  of  a  company's  property  as  a  going  concern. 
The  liabilities  are  taken  upon  that  basis,  and  it  is  only  reasonable  that  the 
assets  should  be  similarly  treated.  Whilst  creditors  are  subject  to  the 
ordinary  "  trade  usages  "  of  a  going  concern,  and  shareholders  are  not  in  a 
position  to  demand  the  return  of  their  capital,  the  assets  may  fairly  be 
valued  at  their  worth  to  the  particular  concern  under  those  circumstances. 

Where,  from  the  nature  of  the  business  carried  on,  a  concern  is  subject 
to  the  liability  of  a  run  upon  its  funds,  as  in  the  case  of  a  banking  company, 
so  that  the  assets  might  be  subjected  to  sale  under  forced  circumstances,  an 
otherwise  genuine  surplus  might  certainly  be  sacrificed,  yet  it  will  not  be 
seriously  contended  that  the  principles  involved  in  ascertaining  the  amount 
of  a  surplus  are  unsound  upon  that  account.  Such  special  circumstances 
must  be  dealt  with  when  considering  the /orm  in  which  the  surplus  should 
exist  in  order  to  constitute  a  real  reserve.  A  surplus  may,  therefore,  be 
defined  as  the  amount  by  which  the  assets  of  a  concern,  taken  at  such 
values  as  are  consistent  with  the  particular  circumstances  and  upon  the 
basis  of  a  going  concern,  exceed  the  sum  of  its  paid-up  capital  and 
liabilities. 

The  term  reserve  appears  in  the  form  of  Balance-sheet  annexed  to 
Table  A  of  the  Companies  Act,  1862,  and  is  there  described  as  "  the  amount 
set  aside  from  profits  to  meet  contingencies."  As  a  definition,  however, 
this  narration  is  incomplete,  for  it  does  not  deal  with  the  question  of  what 
form  the  reserve  should  take  once  it  has  been  created,  although  the  item 
"  investments  "  on  the  assets  side  of  the  specimen  form  is  suggestive. 

The  words  "  set  aside  from  profits "  are,  however,  important,  for  the 
fundamental  distinction  between  a  real  surplus  and  a  mere  provision 
against  some  anticipated  loss  lies  in  the  fact  that  whilst  a  real  surplus  is 
something  set  aside  out  of  profits,  a  provision  against  {i.e.  a  reserve  against) 
some  anticipated  loss  is  the  outcome  of  a  charge  against  the  profit,  which 
is  really  necessary  before  the  profit  can  be  ascertained. 

So  long  as  the  excess  of  assets  over  habilities  referred  to  in  the  defini- 
tion is  maintained,  so  long  must  a  surplus  be  deemed  to  exist;  but  the 
question  of  its  degree  of  utility  must  not  be  confused  with  the  ascertain- 
ment of  its  existence  and  extent;  for  while  the  latter  may  to  a  great 
extent  be  governed  by  a  general  definition,  such  as  that  already  given,  the 
question  as  to  the/orw  in  which  the  surplus  should  exist,  in  order  that  it 
may  attain  the  highest  degree  of  utihty  to  the  particular  concern,  or,  irre- 
spective of  its  immediate  utility,  that  it  may  constitute  a  real  reserve  in 
the  event  of  contingencies,  is  one  entirely  dependent  upon  the  circumstances 
of  each  case.  The  following  typical  instances  of  what  constitute  a  real  or 
fictitious  surplus  respectively  will  be  dealt  with  simultaneously,  so  that 
what  is  real  and  what  is  not  so  may  be  more  clearly  stated : — 

{a)  "  Reserves "  against  depreciation  of  leases,  machinery,  and  other 
wasting  assets.  These  do  not  constitute  a  surplus  so  far  as  depreciation 
has  actually  taken  place,  and  are  reserves  only  to  the  extent  of  any  pro- 
vision made  in  excess  of  the  decreased  value.  The  provision  out  of  profits 
against  actual  depreciation  is  merely  the  substitution  of  "  fresh  assets " 
(which  might  otherwise  have  been  distributed)  for  that  portion  of  the  value 
of  original  assets  which  is  deemed  to  be  non-existent  by  reason  of  deprecia- 
tion, wear  and  tear,  obsolescence,  lapse  of  time,  or  otherwise.  Clearly  such 
an  act  of  substitution  cannot  effect  an  addition  or  result  in  a  surplus. 
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The  amount  representing  actual  depreciation  should  not  be  placed  as  a 
separate  item  upon  the  liabilities  side  of  the  Balance-sheet,  but  should  be 
deducted  from  the  asset  or  group  of  assets  to  which  it  refers,  thus  exhibiting 
the  reduced  value  of  the  same,  for  it  is  the  recognition  of  such  reduced 
value  which  prompts  the  provision  against  it.  The  improper  practice  of 
treating  such  provision  as  a  separate  item  on  the  liabilities  side  of  the 
Balance-sheet  has  not  a  little  to  do  with  such  items  being  incorrectly 
described  as  "  reserve." 

(b)  "  Reserve  "  or  provision  against  loss  from  bad  debts.  This  is  not  a 
surplus  to  the  extent  of  any  known  bad  debts  appearing  among  the  assets. 
In  fact,  even  where  no  particular  debt  can  be  classed  as  bad,  a  reserve 
against  loss  under  this  head  cannot  be  considered  real,  unless  it  exceeds  a 
certain  percentage  of  the  total  outstanding  debts — such  percentage  being 
dependent  upon  the  circumstances  of  each  case. 

(c)  Sinking  fund  to  redeem  debentures  which  have  been  issued  at  a 
discount,  or  at  a  price  less  than  the  redemption  value.  Whilst  any  portion 
of  the  expenses  of  issue  is  treated  as  an  asset  in  the  Balance-sheet,  the 
sums  periodically  set  aside  out  of  profits  to  redeem  the  debentures  do  not 
constitute  a  real  surplus  to  the  extent  of  such  portion  of  the  cost  of  issue. 
The  real  extent  of  such  surplus  is  further  affected  by  the  contingent  liability 
to  pay  a  greater  price  on  redemption  than  was  obtained  on  the  issue. 

It  cannot  be  too  clearly  stated  that  the  principle  involved  in  the  fore- 
going examples  is  not  applicable  only  to  items  which  can  be  ear-marked  as 
having  some  relation  to  one  another.  For  instance,  it  has  been  stated  that 
a  provision  against  bad  debts  is  not  a  real  surplus  to  the  extent  of  any 
known  bad  debts  appearing  as  assets,  but  assuming  there  are  no  bad  debts 
a  provision  against  them  would  nevertheless  be  affected  by  the  depreciation 
of  any  other  asset  for  which  provision  had  not  been  made,  the  requirements 
of  the  definition  of  a  surplus  being  the  maintenance  of  the  true  value  of  all 
the  assets. 

(d)  Funds  of  a  Life  Assurance  Company.  In  "  level  premium "  com- 
panies, as  distinct  from  "  assessment "  companies,  the  equalisation  of  the 
premiums  paid  by  the  assured  necessitates  a  payment  by  a  policy-holder  in 
earlier  years  in  excess  of  actual  requirements,  and  in  later  years  the  reverse 
is  the  case.  Thus  the  apparent  surplus  is  required  to  provide  against  the 
"  short  premiums "  in  the  future.  Moreover,  the  amount  actually  in 
"  reserve,"  in  the  commercial  sense  implied  by  the  definition,  is  not 
attempted  in  the  ordinary  Balance-sheet,  this  being  shown  in  the  Valua- 
tion Balance-sheet. 

(e)  Reserve  of  a  Fire  Insurance  Company.  This  is  a  real  surplus  to 
the  extent  only  that  it  exceeds  all  premiums  paid  in  advance  and  a  pro- 
portion, say  one -third,  of  the  annual  premiums  as  a  provision  against 
unexpired  risks.     The  same  applies  to  a  Marine  Insurance  Company. 

The  distinction  between  a  surplus  and  a  reserve  may  now  be  dealt  with. 

What  is  a  reserve  ?     What  is  a  reserve  fund  ? 

It  must  be  emphasised  that  these  questions  are  not,  (1)  Ought  a  company 
or  other  concern  to  withhold  a  certain  proportion  of  its  profits  or  surplus, 
instead  of  distributing  the  whole  in  dividends  or  otherwise  ?  and  (2)  Ought  a 
company,  having  so  reserved  profits,  to  utilise  them  in  its  business  or  invest 
them  in  "  outside  "  securities  ? 

These  latter  are  purely  administrative  questions,  matters  for  the 
management. 

It  might  be  deemed  improper  for  a  banking  company  to  purchase  real 
estate  with  its  surplus  funds,  thereby  diminishing  its  more  easily  realisable 
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securities ;  on  the  other  hand,  it  might  be  considered  bad  finance  for  an  in- 
dustrial concern  to  invest  a  large  sum  in  Consols  at  the  low  rate  of  interest 
resulting  therefrom,  when  that  money  could  be  more  advantageously  em- 
ployed in  purchasing  goods  for  the  business  on  cash  instead  of  on  credit 
terms,  in  that  the  savings  from  discounts  and  better  prices  would  consider- 
ably exceed  the  interest  on  the  Consols.  But  these  considerations  do  not 
affect  the  question  "  What  is  a  reserve  ? "  Whether  a  given  concern  should 
or  should  not  have  a  reserve  or  a  reserve  fund  is  a  matter  for  directors, 
shareholders,  or  managers  to  decide  according  to  circumstances.  But 
whether  all  concerns  should  describe  as  a  reserve  or  reserve  fund  their  un- 
divided profits  irrespective  of  the  state  in  which  they  exist  is  a  matter  not 
only  for  directors  and  shareholders,  but  for  creditors — in  fact,  for  the  general 
public. 

The  mere  withholding  of  distributable  profits  from  shareholders  does 
not  of  itself  create  a  reserve  asset ;  the  assets  so  withheld,  or  their  equi- 
valent, must  already  exist  in,  or  else  be  subsequently  placed  in,  a  state  of 
preparedness  in  order  to  constitute  a  true  reserve  fund. 

The  reservation  of  profits  which  might  legally  be  distributable  is  one 
act ;  the  creation  of  a  reserve — an  asset  held  as  a  hostage  for  contingencies 
— is  distinctly  another. 

In  the  majority  of  cases  the  "  setting  aside  "  will  necessitate  a  change 
in  the  nature  of  some  asset  or  assets.  The  change  itself  has  nothing  to  do 
with  book-keeping.  The  book-keeping  record  of  the  decision  to  reserve  is 
admittedly  effected  by  a  transfer  from  Profit  and  Loss  Account,  but  you 
cannot  create  a  reserve  by  journal  entry.  This  credit  balance,  this  index 
to  certain  assets,  is  not  a  reserve.  Something  varying  with  circumstances 
quite  distinct  from  book-keeping  must  be  carried  out  in  connection  with 
the  assets  in  order  to  create  the  reserve. 

Assuming,  for  the  sake  of  clearness,  a  company  without  liabilities 
excepting  to  the  shareholders,  we  have  in  its  Balance-sheet  assets  which 
constitute  (1)  the  capital  as  legally  defined,  and  (2)  the  undivided  profits, 
whether  the  latter  in  whole  or  part  be  termed  reserve,  surplus,  or  balance 
of  Profit  and  Loss  Account. 

The  classification  of  the  assets,  whereby  their  various  characters  are 
distinguished,  is  effected  on  the  "  asset  side  "  of  the  Balance-sheet. 

The  origin  of  the  assets  so  far  as  regards  amount,  i.e.  whether  derived 
from  paid-up  capital  or  from  profits  earned  but  undistributed,  is  stated  on 
the  other  side. 

Eegarding  a  reserve,  reserve  fund,  surplus,  margin  or  rest  as  an  asset, 
and  regarding  the  credit  balance  bearing  the  particular  name  merely  as  a 
record  of  its  dimensions,  there  may  be  inter  alia — 

(1)  A  reserve  against  contingencies. 

(2)  A  reserve  for  the  purpose  of  equalising  dividends. 

(3)  A  reserve  for  the  purpose  of  repairing  and  maintaining  the  pro- 
perty of  the  concern. 

(4)  A  reserve  against  the  future  depreciation  of  capital  assets. 

(5)  A  reserve  for  the  purpose  of  providing  working  capital  in  excess  of 
the  legal  capital  upon  which  dividends  are  payable. 

The  first  three  classes  above  are  stated  in  Table  A  annexed  to  the 
Companies  Act,  1862,  and  they  were  in  Table  B  of  the  previous  Act.  They 
obviously  necessitate  the  maintenance  of  assets  representing  the  reserves  in 
such  a  form  or  state  that  they  can  be  applied  to  those  purposes  as  and  when 
required.  Numerous  instances  have  occurred  where  companies  have  pos- 
sessed so-called  reserves  {i.e.  credit  balances  bearing  that  name),  but  they 
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have  none  the  less  become  embarrassed,  al1,hough  a  really  available  reserve 
{i.e.  asset)  of  half  the  amount  of  the  nominal  credit  balance  bearing  that 
name  would  have  sufficed  to  carry  the  concern  through  its  financial  diffi- 
culties. The  Gas  Works  Clauses  Act,  1847,  and  the  Water  Works  Clauses 
Act  of  the  same  year,  both  expressly  provide  for  the  investment  of  the 
profits  in  excess  of  the  prescribed  rate  of  dividend,  for  the  purpose  of  equal- 
ising dividends  and  meeting  any  possible  extraordinary  claims. 

A  certain  company  raises  capital  to  the  extent  of  £50,000,  and  borrows 
£20,000  on  debentures ;  £78,000  is  expended  in  purchasing  and  developing 
a  given  property.  The  extra  money  (£8000)  required  is  raised  by  means 
of  a  "  floating"  overdraft  at  the  bank.  A  profit  of  £1500  is  made  during 
the  first  year  the  property  has  been  working.  This  is  not  distributed  in 
dividend,  because  the  bank  declines  to  lend  for  that  purpose ;  yet  a  balance- 
sheet  will  duly  appear  as  under : — 

.  Assets 
Property — at  Cost  plus  Expenses  of 

Development     ....   £77,500 
Office  Fittings,  etc 600 


Capital  and  Liabilities 

Capital £50,000 

Debentures 20,000 

Bank  Overdraft         ....  6,500 

Reserve  Fund  (!)       ....  1,500 


£78.000 


£78,000 


Assuming  the  property  to  be  fully  worth  the  value  stated,  there  is 
certainly  a  surplus  of  assets  representing  undivided  profits,  and  existent  in 
the  form  of  reduced  indebtedness  to  the  bank,  but  there  is  no  reserve  asset. 
The  concern  could  not  pay  a  debt  of  £10  except  upon  the  sufferance  of  the 
bank  authorities.     The  company  has  no  reserve  fund  at  all. 

The  difficulties  in  connection  with  a  proper  comprehension  of  this 
subject  appear  to  result  mainly  from  the  confusion  of  distinct  issues. 

As  already  stated,  the  valuation  of  the  assets  of  a  company  for  the 
purpose  of  a  balance-sheet  may,  to  some  extent,  be  the  subject-matter  of 
opinion,  but  once  this  has  been  agreed  upon  the  question  as  to  whether  a 
surplus  exists  or  not  may  be  materially  governed  by  a  general  definition ; 
but  the  question  as  to  the  form  in  which  a  surplus  should  exist  in  order 
that  it  may  aflbrd  the  highest  degree  of  utility — the  question  as  to  whether 
an  actual  surplus  should  be  a  surplus  simpliciter  or  a  surplus  which  allows 
of  the  maintenance  of  a  reserve  asset — must  necessarily  be  dependent  upon 
and  vary  with  the  circumstances  of  each  case. 

A  given  concern  may  have  a  very  large  surplus  of  assets  over  its  paid- 
up  capital  and  liabilities,  and  yet  have  none  of  that  surplus  in  such  a  form 
that  it  can  be  relied  upon  as  a  reserve  asset  to  meet  a  contingency.  This 
arises  from  the  fact  that  the  surplus  either  upon  its  creation  had  become, 
or  subsequently  became,  merged  in  the  general  assets  of  the  concern — 
possibly  "  locked "  assets.  The  value  of  these  assets,  taking  the  Balance- 
sheet  on  the  basis  of  a  going  concern,  might  be  a  reasonable  one,  and  the 
surplus  as  a  consequence  might  fairly  be  deemed  to  exist,  but  there  is  no 
reserve,  no  asset  to  resort  to  in  the  event  of  a  contingency. 

On  the  other  hand,  a  company  may  have  a  reserve  asset  in  so  far  as  it 
exists  in  the  form  of  cash  or  is  invested  in  easily  realisable  securities,  aud 
yet  it  has  in  reality  no  surplus,  because  the  reserve  asset  forms  part  of  the 
original  capital,  or,  having  arisen  from  a  surplus,  such  surplus  has  since 
ceased  to  exist  because  of  a  subsequent  shrinkage  in  the  value  of  other 
assets  of  the  company,  whereby  the  value  of  its  total  assets  has  fallen  short 
of  the  liabilities  and  paid-up  capital. 

A  concern  may  have  a  reserve  asset  without  possessing  a  surplus,  and 
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it  may  have  a  surplus  but  no  reserve ;  and  the  mere  circumstances  that 
reserves  generally  originate  in  undivided  profits  and  disappear  because  of 
subsequent  shrinkages  are  not  inconsistent  with  this  proposition. 

If  the  assets  which  represent  these  undivided  profits  are  absolutely 
necessary  under  normal  conditions,  and  become  merged  immediately  in  the 
trading  assets  of  the  concern,  they  assuredly  constitute  a  surplus,  but  they 
cannot  be  relied  upon  as  a  reserve.  On  the  other  hand,  that  surplus  may 
constitute  a  reserve,  because  of  (1)  the  form  in  which  it  exists,  (2)  the 
nature  of  the  contingencies  which  may  arise,  and  (3)  because  the  surplus 
is  in  excess  of  normal  requirements;  so  for  these  reasons  under  certain 
circumstances  there  may  be  a  reserve  asset,  although  the  concern  in 
question  may  not  possess  a  surplus  of  assets  over  its  paid-up  capital  and 
liabilities. 

A  reserve  fund  will  be  affected  by  the  following  events  or  circum- 
stances : — 

(1)  A  shrinkage  in  the  value  of  the  asset  which  constitutes  the  fund. 

(2)  The  conversion  of  the  asset  to  an  inappropriate  state,  having  regard 
to  the  nature  of  the  contingencies  likely  to  arise. 

(3)  The  variation  of  the  nature  of  such  contingencies,  so  that  assets 
previously  appropriate  as  a  reserve  become  inappropriate. 

(4)  Permanent  utilisation  in  the  ordinary  course  of  business  of  the 
assets  previously  constituting  the  reserve,  so  that  on  a  contingency  arising 
they  would  not  be  available  to  meet  special  requirements. 

An  asset  necessarily  employed  in  carrying  on  the  operations  of  the 
business  so  that  it  cannot  be  released  or  lost  without  detriment  to  the 
existing  standard  of  working  does  not  constitute  a  reserve,  even  though  its 
origin  and  present  existence  may  be  attributable  to  a  surplus,  i.e.  to  un- 
divided profits  of  the  past.  An  asset  which  can  be  released,  realised,  or 
converted,  so  that  a  loss  or  a  fresh  requirement  to  an  extent  not  exceeding 
its  value  may  be  met  without  that  event  impairing  the  degree  of  effective- 
ness previously  existing,  constitutes  a  reserve. 

Secret,  Hidden,  or  Inner  Reserve. — This  is  a  form  of  undisclosed  surplus, 
and  may  arise  in  various  ways : — 

(1)  An  excessive  provision  against  depreciation  or  losses  from  bad  debts, 
the  amount  of  such  provision  being  deducted  from  the  value  of  the  asset 
in  the  Balance-sheet. 

(2)  Maintenance  of  assets  at  cost  (without  remark)  which  have  per- 
manently increased  in  value,  such  as  lands  and  buildings  and  investments 
in  stocks  and  shares. 

(3)  Omission  of  assets  from  the  Balance-sheet,  on  the  plea  that  "  it  is  so 
much  more  to  the  good,"  e.g.  the  omission  in  a  Bank  balance  of  any  amount 
representing  the  bank  premises,  or  the  inclusion  of  such  an  asset  at  a 
merely  nominal  sum,  the  whole  or  part,  as  the  case  may  be,  of  the  proper 
sum  representing  the  asset  having  been  written  off  out  of  the  profits  of  past 
years. 

This  practice  cannot  be  recommended,  for  it  is  quite  as  incorrect  in 
principle  to  understate  a  company's  position  as  it  is  to  overstate  it ;  and  as 
an  indirect  result  at  least,  a  shareholder  might  be  induced  to  part  with 
his  shares  at  a  less  price  than  their  real  value.  Furthermore,  as  a  balance- 
sheet  is  intended  to  show  the  assets  of  a  concern  it  should  show  all,  so  that 
the  auditor  or  a  shareholder  may  trace  any  particular  item. 

The  motive  prompting  the  non-disclosure  of  a  part  of  the  profits  of  a 
concern  so  as  to  create  a  surplus  which  is  not  set  out  on  the  Balance-sheet 
is  to  provide  for  future  losses  of  a  special  character  without  disclosing  the 
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effect  of  the  same  upon  the  resources  of  the  concern.  Under  ordinary 
circumstances  a  special  loss  would  reduce  the  profits  for  the  current  period 
or  diminish  the  disclosed  surplus,  but  by  the  maintenance  of  a  secret  surplus 
or  reserve  a  concern  may  sustain  and  provide  against  an  exceptional  loss 
without  exposing  the  fact  upon  the  face  of  its  published  accounts.  Lead- 
ing accountants  having  special  knowledge  of  banking  accounts  report 
approvingly  of  the  practice  among  the  principal  banks  of  the  country.  It 
is,  however,  conceivable  that  a  steady  dividend  might  be  declared  and  paid 
by  a  concern  for  years  despite  a  declining  business,  by  gradually  absorbing 
a  previously  existing  secret  reserve,  and  thereby  the  shares  might  command 
buyers  at  possibly  enhanced  prices,  whereas  as  a  matter  of  fact  such  shares 
were  annually  deteriorating  in  value.  Sidney  S.  Dawson. 

Rest. — This  term,  as  appearing  in  the  weekly  return  of  the  Bank  of 
England,  signifies  the  excess  of  assets  over  liabilities.  The  term  is  also 
used  in  connection  with  the  calculation  of  interest  on  current  accounts. 
If  the  conditions  of  an  account  were  4  per  cent  in  quarterly  rests,  the 
account  would  be  squared  off  each  quarter  and  interest  inserted,  the  new 
quarter  starting  with  a  balance,  including  interest,  and  upon  which  interest 
would  be  charged  or  allowed  at  the  end  of  next  quarter. 
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A  reversion  may  be  defined  as  a  right  to  money  or  other  kind  of  pro- 
perty postponed  until  the  happening  of  a  given  event,  with  or  without  any 
contingency.  In  Scotland  the  word  reversion  is  sometimes  used  to  denote 
the  right  of  redemption  retained  by  a  borrower  over  an  estate  disponed  in 
security,  but  this  type  of  reversion  does  not  concern  us  in  the  present 
article. 

Reversions  may  be  conveniently  divided  into  three  classes:  (1)  absolute 
reversions;  (2)  contingent  reversions;  and  (3)  reversionary  life  interests.  In 
approaching  this  subject  it  is  important  at  the  outset  to  have  a  clear  idea 
of  the  exact  nature  of  a  reversion,  which  arises  as  a  rule  under  a  will  or 
marriage  settlement,  and  perhaps  the  best  way  to  get  this  will  be  to  take  a 
typical  will  (John  Smith's,  say),  or  at  any  rate  the  following  extracts 
necessary  for  our  purpose.  The  phraseology  of  the  will  is  English,  but  this 
is  immaterial  at  present,  and  the  extracts  are  given  in  fuU,  as  little  or 
nothing  would  be  gained  by  condensing  them. 

After  appointing  trustees,  say  his  brothers  Thomas  and  James,  the  will 
goes  on,  "  and  I  hereby  further  declare  that  the  said  Thomas  and  James 
Smith  and  the  survivor  of  them,  his  executors,  administrators,  or  other 
the  trustee  or  trustees  for  the  time  being  of  this  my  will,  do  and  shall  stand 
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possessed  of  the  moneys  to  arise  from  the  sale  or  sales  as  aforesaid  and  of  the 
rents  and  profits  thereof  in  the  meantime,  and  also  of  the  proceeds  of  my 
personal  estate  so  as  to  be  received  by  them  as  aforesaid  upon  trust  in  the 
first  place  to  pay  all  my  just  debts,  funeral  and  testamentary  expenses,  and 
all  such  charges  as  they  or  he  shall  have  incurred  in  or  about  the  sale  or  sales 
hereinbefore  directed  to  be  made,  or  in  relation  thereto,  and  after  payment 
thereof  shall  pay  and  discharge  all  mortgages,  charges,  interests,  and  costs 
now  or  hereafter  charged  upon,  or  made  payable  from  or  out  of  the  same 
real  or  personal  estate,  and  shall  invest  the  residue  of  the  same  moneys  in 
the  names  or  name  or  under  the  legal  control  of  them  or  him  the  said 
trustees  or  trustee  for  the  time  being,  in  any  of  the  public  stocks  or  funds 
or  government  securities  of  the  United  Kingdom  or  India,  or  any  other 
Colony  or  Dependency  of  the  United  Kingdom,  or  upon  freehold,  copyhold, 
or  leasehold  securities  in  England,  Wales,  or  Ireland,  or  in  or  upon  the 
stocks,  funds,  shares,  debentures,  mortgages,  or  securities  of  any  corpora- 
tion, company,  or  public  body,  municipal  or  otherwise,  in  the  United 
Kingdom,  or  India,  or  any  other  Colony  or  Dependency  of  the  United 
Kingdom  (but  not  in  any  other  mode  of  investment),  and  may  from  time 
to  time  vary  or  transpose  such  stocks,  funds,  shares,  and  securities  into 
or  for  others  of  any  nature  hereby  authorised  at  their  or  his  discretion, 
and  shall  pay  the  interest,  dividends,  and  income  of  the  said  residuary 
moneys  and  of  the  stocks,  funds,  shares,  and  securities  in  or  upon  or 
into  which  the  same  or  any  part  thereof  may  be  invested  or  trans- 
ferred to  my  mother,  JuHa  Smith,  now  residing  at ,  and  after  her 

death  shall  stand  possessed  of  the  said  moneys,  stocks,  funds,  shares,  or 
securities,  and  the  interest,  dividends,  and  income  thereof  in  trust  to  pay 
to  each  of  my  sisters,  Mary  Smith  ...  a  legacy  or  sum  of  £1000  each  to 
be  paid  to  them  within  six  months  after  the  decease  of  my  said  mother, 
and  as  to  all  the  rest  of  the  residue  of  the  said  moneys,  stocks,  funds, 
shares,  and  securities,  and  the  interest,  dividends,  and  income  thereof, 
after  making  the  payments  before  directed  to  be  paid,  and  all  the  said 
legacies  of  £1000,  in  trust  as  to  one-third  of  such  remainder  to  my  brother 
Peter  Smith,  his  executors,  administrators,  or  assigns,  and  as  to  one  other 
third  in  trust  for  my  brother  Alexander  Smith,  his  executors,  adminis- 
trators, or  assigns,  and  as  to  the  remaining  one -third  in  trust  for  my 
brother  Henry  Smith,  his  executors,  administrators,  or  assigns,^  share  and 
share  alike,  as  tenants  in  common.  .  .  ."  Then  there  usually  follow 
directions  as  to  the  appointment  of  new  trustees,  in  case  any  of  the 
proposed  trustees  should  refuse  to  take  the  responsibility  of  acting,  or 
should  die. 

On  the  death  of  John  Smith  the  will  is  proved,  and  it  is  then  possible 
to  deal  with  the  interests  which  arise  under  it.  It  will  be  observed  that 
by  the  terms  of  the  will,  after  funeral  and  other  expenses  have  been  paid, 
Mrs.  Smith  is  entitled  to  the  income  produced  by  the  residue  of  the  estate 
during  her  Hfe,  and  she  is  then  said  to  be  the  life-tenant.  The  testator's 
three  brothers  are  entitled  each  to  one-third  of  the  residue  after  payment 
of  the  legacies.  They  are  consequently  reversioners,  and  as  each  share  is 
payable  when  the  reversion  falls  in — that  is,  on  the  death  of  the  life-tenant — 
to  the  reversioner,  "his  executors,  administrators,  or  assigns,"  without 
restriction  of  any  kind,  their  reversions  are  described  as  absolute.  When 
a  reversioner  has  an  absolute  reversion,  his  interest  is  said  to  be  vested. 
If,  on  the  other  hand,  the  brothers'  shares  had  been  made  payable  on  the 
death  of  the  life-tenant,  say  only  in  the  event  of  their  being  then  alive, 
the  reversions  would  have  been  contingent. 
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It  may  be  mentioned  in  passing  that,  in  cases  like  the  last,  it  frequently 
happens  that  if  a  reversioner  should  predecease  the  life-tenant,  his  share  is 
to  go  to  his  children,  who  will  usually  take,  to  use  the  common  technical 
phrase,  per  stirpes,  the  share  of  the  children  being  in  this  case  limited  to 
the  share  of  their  deceased  parent.  If,  however,  it  should  happen  that 
such  children  were  to  rank  equally  with  the  original  reversioners,  the 
division  would  be  per  capita,  but  this  is  uncommon.  Thus,  suppose  there  were 
four  reversioners,  each  entitled  to  a  contingent  reversion  to  one-fourth  of  a 
fund,  and  that  the  children  would  take  the  reversion  in  the  event  of  their 
parent  predeceasing  the  life-tenant ;  then,  if  three  of  the  reversioners 
survived,  and  one  died  leaving  three  children,  each  of  such  children  if  they 
took  per  stirpes  would  be  entitled  to  one-third  of  one-fourth  of  the  fund, 
but  if  they  took  per  capita  they  would  be  entitled  to  one-sixth  each. 

We  have  utilised  our  specimen  will  to  get  an  idea  of  the  first  two 
classes  into  which  we  divided  reversions,  namely  absolute  and  contingent 
reversions.  We  may  now  proceed  a  step  further,  and  imagine  that  the 
reversioners,  instead  of  getting  a  share  of  the  capital  when  the  life-tenant 
dies,  are  only  to  get  the  income  from  such  share  during  their  lives. 
They  would  in  that  case  have  reversionary  life  interests.  This  completes 
our  three  classes.  It  may  be  useful  to  note  that  a  reversioner  to  real 
property  is  sometimes  designated  in  England  a  remainderman. 

In  the  preceding  paragraph  we  have  only  spoken  of  the  contingency  of 
survivorship,  but  in  practice  various  other  contingencies  and  complications 
are  encountered.  Cases  frequently  occur  where  the  fund  is  left  to,  say.  A., 
a  female,  for  life,  then  to  her  children  at  her  death,  and  in  default  of 
children,  then  to,  say,  B.  Accordingly  B.  has  a  contingent  reversion  ex- 
pectant on  the  death  of  A.,  provided  she  has  no  issue.  An  absolute  reversion, 
though  it  cannot  be  defeated,  is  sometimes  liable  to  postponement;  for 
example,  where  a  life -tenant  has  power  to  appoint  a  life  interest  to  a 
present  or  future  husband.  An  interesting  case  not  infrequently  met  with 
is  where  the  reversioner  to  landed  estate  has  to  retain,  or  it  may  be  assume, 
a  certain  name  and  arms  in  order  to  succeed.  Again,  it  is  not  uncommon 
to  have  an  interest  as  next  of  kin  in  property  belonging  to  a  person  who 
is  a  lunatic,  and  unable  consequently  to  dispose  of  it  by  will.  In  such  a 
case  there  is  the  risk  of  nearer  relatives  turning  up,  also  of  the  lunatic 
recovering  reason,  or  of  having  made  a  will  before  becoming  insane. 

Eeversions  come  before  us  in  practice  when  they  are  required  to  be 
valued,  usually  in  connection  with  a  purchase,  or  an  advance  on  security 
of  them.  Valuation  formulas  will,  therefore,  have  to  be  considered,  but 
before  proceeding  to  do  this,  it  will  be  a  natural  preliminary  to  discuss  the 
points  to  be  kept  in  view  before  the  formulas  can  be  applied.  When 
dealing  with  a  reversion  it  is  always  advisable  when  possible  to  have  at 
the  outset  full  particulars,  which  can  conveniently  be  grouped  under  the 
following  headings : — 

1.  Name,  residence,  and  occupation  of  the  reversioner,  with  date  of 
birth,  if  the  reversion  is  dependent  on  survivorship. 

2.  Name,  etc.,  of  the  life-tenant,  with  date  of  birth. 

3.  Full  particulars  of  the  fund  or  property. 

4.  Full  description  of  the  reversioner's  interest. 

5.  Names,  etc,  of  the  trustees,  with  their  powers  of  investment. 

6.  Rate  of  duty. 

7.  The  existing  incumbrances  (if  any)  on  the  reversion. 

8.  Name,  etc.,  of  vendor  or  borrower  if  other  than  the  reversioner. 
Assuming    that   information   on   all   points   is   satisfactory,  the    first 
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consideration  is  to  make  an  estimate  of  what  the  property  or  fund  is  likely 
to  realise.  This  is  a  matter  that  often  requires  considerable  care  and 
judgment,  and  no  definite  rules  can  be  laid  down,  as  such  an  estimate  will 
frequently  be  very  much  a  matter  of  opinion.  We  can,  however,  discuss 
the  principles  involved,  along  with  the  chief  points  to  be  kept  in  view,  and 
as  the  best  way  of  doing  this  we  may  take  a  number  of  typical  investments 
as  illustrations,  and  discuss  them  separately  or  in  groups.  The  reader 
would  no  doubt  observe,  when  perusing  the  before  recited  will,  that  the 
powers  of  investment  given  there  are  fairly  wide,  considerably  wider  in  fact 
than  the  ordinary  statutory  powers  of  investment  for  trustees.  This  is  not 
an  uncommon  state  of  matters,  and  consequently  the  investments  met  with 
are  often  of  a  very  varied  character.  Another  thing  which  helps  to  increase 
the  variety  of  investments  to  be  dealt  with,  is  that  trustees  have  often 
power  to  retain  investments  which  were  the  property  of  the  testator  at  his 
death,  though  such  investments  would  otherwise  have  been  beyond  their 
power.  The  following  are  some  investments  taken  from  actual  trust 
funds : — 

1.  Bank  of  England  Stock.  London  and  North-Western  Eailway 
Debenture  Stock.     London  and  North-Western  Eailway  Ordinary  Stock. 

2.  City  of  Melbourne  5  per  cent  Debentures,  redeemable  1904  -  7. 
Consols,  redeemable  after  1923.  Canada  2|  per  cent  Stock,  redeemable 
1947.     Ceylon  4  per  cent  Stock,  redeemable  1934. 

3.  Sums  lent  on  mortgage. 

4.  Freehold  Farm  and  Land.     Leasehold  property. 

5.  Great  Indian  Peninsula  Eailway  "  B  "  Annuity. 

6.  Shares  of  different  Banks. 

7.  Sums  advanced  to  beneficiaries,  and  to  be  brought  into  hotch- 
pot. 

1.  The  first  two  items  are  stocks  of  the  highest  class,  and  consequently 
the  risk  of  violent  fluctuation  in  their  value  is  slight.  A  fair  estimate  can 
therefore  be  obtained  by  simply  examining  the  highest  and  lowest  prices 
for,  say,  the  last  five  years  (which  can  be  got  from  The  Investor's  Monthly 
Manual,  or  other  publication),  along  with  the  price  of  the  day,  and  taking 
a  figure  which  will  allow  for  a  certain  amount  of  depreciation.  The  third 
item,  however,  is  of  a  different  character.  An  ordinary  stock  is  of  a 
more  speculative  nature  than  others,  inasmuch  as  such  stock  is  always 
the  first  to  be  affected  by  any  change  in  the  position  of  a  company,  and 
consequently  its  value  fluctuates  between  much  wider  limits  than  in  the 
case  of  stocks  that  rank  before  it.  Accordingly,  though  we  may  base  our 
estimate  as  in  the  previous  case  on  the  prices  for  the  last  five  years  and  at 
the  present  time,  some  consideration  must  be  given  to  the  general  prospects 
and  position  of  the  company,  and  the  estimate  should  be  made  on  a  very 
conservative  basis.  The  necessity  for  this  is  apparent,  if  we  consider  the 
figures  of  one  of  our  English  railways,  picked  out  at  random,  where  the 
price  of  the  ordinary  stock  fluctuated  within  five  years  between  160  and 
236.  The  age  of  the  life-tenant  must  always  be  kept  in  view  when  making 
an  estimate  of  the  kind  we  are  discussing.  The  younger  the  life-tenant, 
the  greater  will  probably  be  the  fluctuation  one  way  or  the  other. 

2.  Here  we  have  a  group  of  stocks  differing  from  the  previous  group  in 
the  important  particular  that  they  are  redeemable  sooner  or  later.  In  such 
cases  tfie  question  of  the  date  and  conditions  of  redemption  are  often  of 
greater  importance  than  the  present  or  past  prices  of  the  stocks.  Thus,  the 
City  of  Melbourne  debentures  mentioned  may  not  have  fallen  in  value 
below,  say,  107  for  many  years,  yet  on  account  of  their  early  redemption 
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they  cannot  be  taken  at  a  higher  figure  than  par ;  in  fact,  they  may  well 
be  taken  at  something  less  than  par,  to  allow  for  possible  depreciation  of 
the  new  investments  which  will  have  to  be  made  on  redemption.  The 
weight  to  be  given  to  the  effect  of  redemption  will  vary  both  according  to 
the  age  of  the  life-tenant  and  the  date  of  redemption.  Given  an  aged  life- 
tenant  and  a  stock  like  the  two  last  mentioned  in  the  group  not  redeemable 
for  a  good  many  years,  the  effect  of  redemption  may  be  left  out  of  considera- 
tion altogether,  though  it  must  be  remembered  that  the  fact  that 
redemption  is  coming  on  may  affect  the  price  a  considerable  time  before  it 
actually  takes  place.  Of  these  two  stocks,  one  is  at  present  under  par  and 
the  other  above,  and  the  effect  of  redemption  wiU  of  course  be  that  as  time 
goes  on  the  one  will  increase  in  value  till  it  reaches  par,  and  the  other 
decrease  to  the  same  level.  Some  stocks,  especially  debenture  stocks  of 
public  companies,  are  redeemable  at  the  option  of  the  company,  and  in  such 
cases  they  are  very  often  redeemable  at  a  premium.  Other  stocks  again, 
especially  foreign  stocks,  are  repayable  by  drawings  spread  over  a  series  of 
years.  A  convenient  though  somewhat  stringent  way  of  deahng  with  these, 
if  they  stand  above  par,  is  to  consider  them  as  redeemable  when  the 
drawings  first  begin. 

3.  It  will  be  found  that  a  large  proportion  of  trust  funds  is  invested  by 
being  lent  on  mortgage,  usually  over  real  property  of  one  kind  or  another. 
When  investments  of  this  kind  are  made  by  trustees,  they  should  of  course 
satisfy  themselves,  by  means  of  a  valuation  or  otherwise,  that  the  security 
is  sufficient.  A  person  dealing  with  a  reversion  cannot,  however,  depend 
on  this  having  always  been  the  case,  and  accordingly  should  call  for  evidence 
to  show  that  all  mortgages  are  well  secured.  In  regard  to  this  evidence  any 
recent  valuation  of  the  mortgaged  property,  if  there  has  been  one,  should  be 
produced,  and  if  there  has  not  been  one,  full  particulars,  including  a  state- 
ment of  rental  and  outgoings,  should  be  furnished.  Special  care  has  to  be 
exercised  if  a  large  proportion  of  the  fund  consists  of  a  single  mortgage.  In 
the  case  of  mortgages  even  of  the  best  class,  it  will  probably  be  considered 
advisable,  as  in  the  case  mentioned  above  of  a  stock  redeemable  at  par,  to 
make  a  small  arbitrary  deduction  from  the  amount  of  the  mortgages,  to 
aUow  for  the  risk  of  their  being  changed  for  less  satisfactory  mortgages, 
or  for  other  investments  on  which  there  might  be  a  depreciation. 

4.  If  real  property,  whether  freehold  or  leasehold,  forms  a  large  propor- 
tion of  the  estate,  it  will  be  advisable  to  have  a  valuation  made,  but  if  it 
forms  only  a  small  proportion,  full  particulars  as  in  the  case  of  mortgaged 
properties  may  suffice,  with  information,  in  the  case  of  leaseholds,  as  to  the 
length  and  conditions  of  the  lease.  In  every  case  care  should  be  taken  to 
allow  for  possible  future  depreciation.  That  this  is  necessary  is  obvious, 
when  we  remember  that  a  life-tenant  has  only  a  temporary  interest  in  the 
property,  and  it  is  therefore  improbable  that  much  money  will  be  put  out 
on  repairs  and  other  work  necessary  to  keep  up  the  value  of  the  property, 
but  from  which  the  life-tenant  may  obtain  little  or  no  benefit  in  the  way 
of  increased  income.  It  is  therefore  not  unlikely  that  the  property  will 
depreciate  more  or  less  through  neglect  of  this  kind,  and  such  neglect,  if 
continued  for  a  number  of  years,  as  is  possible  in  the  case  of  a  young  life- 
tenant,  may  result  in  a  serious  depreciation.  For  a  similar  reason,  the 
value  of  the  timber  on  an  estate  should  not  be  counted  on,  as  it  is  at  the 
mercy  of  the  life-tenant,  though  the  parties  interested  might  have  an 
action  against  him  for  excessive  cutting  of  timber  (unless  he  holds  the 
estate  without  "  impeachment  of  waste,"  as  it  is  called  in  England). 

5.  This  is  a  typical  example  of  a  class  of  Indian  railway  securities 
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frequently  met  with  in  connection  with  trust  funds.  This  annuity  termin- 
ates on  17th  August  1948,  and  the  important  point  to  note  is  that  during 
its  currency  a  deduction  is  made  from  each  payment  for  the  purpose  of 
providing  a  sinking  fund  to  replace  as  near  as  may  be  the  original  capital 
value  of  the  annuity  on  that  date.  It  is  not  therefore  a  wasting  security 
as  an  ordinary  annuity,  such  as  the  "  A "  annuities  of  the  same  railway, 
would  be,  and  consequently  its  value  is  not  likely  to  depreciate  much,  if 
anything,  below  its  original  capital  value  as  time  runs  on.  If  it  were  not 
for  this  sinking  fund  arrangement,  the  annuities  would  not  be  suitable  for 
trustee  investments. 

6.  Nearly  all  bank  shares  carry  a  heavy  liability.  This  renders  them 
unsuitable  as  trust  investments ;  but  when  they  form  part  of  the  testator's 
estate  at  death,  they  are  sometimes  retained  by  trustees  for  the  sake  of 
their  good  income  in  virtue  of  a  power  frequently  given  in  wills,  as  already 
mentioned.  If  they  form  any  considerable  portion  of  the  trust  fund,  it 
becomes  a  question  depending  upon  circumstances  whether  dealing  with 
such  a  reversion  is  not  too  speculative  to  be  advisable.  The  high  standing 
and  position  of  many  of  the  banks,  however,  may  perhaps  make  any 
objection  on  account  of  liability  sometimes  more  of  a  theoretical  than  of 
a  practical  kind. 

7.  Advances  to  beneficiaries  are  very  frequent,  and  may  arise  in  different 
ways.  The  trustees  may,  for  example,  have  power  to  advance  part  of  a 
reversioner's  share  out  of  the  trust  fund  for  the  purpose  of  education, 
advancement  in  life,  or  the  like.  If  there  are  no  special  powers,  the  life- 
tenant  may  consent  to  such  advances,  though  as  it  is  not  usual  to  charge 
interest  on  advances  of  this  nature,  the  granting  of  them  may  entail  a  loss 
of  income.  A  simple  concrete  example  to  show  how  such  advances  work 
out  will  not  be  out  of  place. 

Suppose  a  fund  of  £6000  life-rented  by  a  lady,  whose  two  sons  are 
absolutely  entitled  to  the  fee  on  her  death  in  equal  shares,  and  that  by 
consent  of  the  life-tenant  one  reversioner  gets  an  advance  of  £500  and  the 
other  of  £1000 ;  such  advances  not  to  carry  interest,  and  to  be  brought  into 
hotch-pot — that  is,  to  be  accounted  for  when  the  reversion  falls  in.  After 
these  advances  the  fund  will  stand  : — 


Investments          .        .         .         .         . 
Advances  to  beneficiaries 

£4500 
1500 

£6000 

On  the  reversion  falling  in,  the  first  reversioner 
would  receive  one-half          .         .         . 

Zess  his  advance 

£3000 
500 

Net          .         .         . 

£2500 

The  second  reversioner  would  receive  one-half 

Zess  his  advance 

£3000 
1000 

Net         .        .        . 

£2000 

The  total  net  sums  received  by  the  reversioners  is  accordingly  £4500, 
the  amount  of  the  investments,  which  of  course  is  as  it  should  be.  The 
effect  of  the  advances  on  the  position  of  the  life-tenant  would  be  evidently 
that  she  would  lose  the  income  of  £1500. 
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The  above  are  the  lines  on  which  it  is  advisable,  when  dealing  with  a 
reversion,  to  estimate  the  value  of  the  fund ;  and  though  many  investments 
will  be  met  with  differing  in  detail  from  those  cited,  it  will  usually  be 
found  that  the  principles  we  have  discussed  can  be  easily  adapted  to  any 
particular  case. 

After  the  estimate  of  the  reversioner's  share  has  been  obtained,  any 
duty  that  will  be  payable  has  to  be  deducted ;  also  an  allowance  for  the 
expenses  of  realising  the  fund,  which  will  be  found  as  a  rule  to  run  from 
^  to  2  per  cent.  If  the  fund  is  "in  Court,"  as  frequently  happens  in 
England,  the  rate  of  expenses  is  likely  to  be  higher. 

We  are  now  in  a  position  to  take  up  the  question  of  the  formulas  for 
valuing  reversions.     We  will  all  through  take  the  sum  in  reversion  as  unity. 

Let  us  begin  with  the  simplest  form  of  reversion,  namely,  an  absolute 
reversion  expectant  on  the  death  of  a  life  aged  y.  If  the  sum  in  rever- 
sion were  payable  at  once  its  value  would  be  1 ;  but  it  is  not  payable  till 
the  death  of  y,  and  consequently  interest  must  be  provided  for  until  that 
time.  The  value  at  the  beginning  of  a  year  of  the  interest  for  that  year 
is  d  (d  being  the  symbol  for  the  discount  on  1  for  a  year).  This  interest 
has  to  be  provided  for  during  the  life  of  y,  and  (using  ay,  the  symbol  for 
the  value  of  an  annuity  of  1  payable  at  the  end  of  each  year  that  y 
completes)  its  present  value  is  ^  (1  +  ay).  The  value  of  the  reversion  is 
accordingly 

1    -    C?    (1     +     tty). 

It  will  be  observed  that  the  interest  being  considered  as  payable  in 
advance,  it  is  provided  for  during  every  year  that  y  enters — that  is,  up  to 
the  end  of  the  year  in  which  death  takes  place ;  and  the  formula  is  there- 
fore the  same  as  that  for  the  value  of  an  assurance  payable  at  the  end  of 
the  year  of  death,  which  is  usually  represented  by  the  symbol  A^^. 

As,  however,  deaths  are  spread  more  or  less  regularly  over  the  year, 
and  take  place  therefore  on  the  average  in  the  middle  of  the  year,  the 
formula  allows  theoretically  for  six  months'  more  interest  than  is  really 
necessary.  The  formula  can,  however,  be  conveniently  and  fairly  used 
in  practice,  because  it  often  takes  a  considerable  time  to  realise  a  trust 
fund ;  and  though  the  holder  of  the  reversion  is  entitled  to  any  interest 
earned  from  the  date  of  the  life-tenant's  death,  this  is  usually  at  a  lower 
rate  than  the  reversion  was  calculated  to  yield,  and  this  loss  is  counter- 
acted to  some  extent  by  using  the  formula  as  given. 

The  consideration  of  the  practical  application  of  this  formula  will  not 
come  amiss  at  this  stage,  for,  simple  though  it  is,  the  formula  has  occa- 
sioned much  controversy  in  the  past,  and  the  principles  involved  are  of 
the  greatest  importance,  for  they  apply  to  reversionary  transactions  in 
general.  We  have  seen  that  the  formula  allows  for  an  annuity  to  provide 
interest  tiU  the  reversion  falls  in ;  and  it  has  been  contended  that  this 
should  be  given  effect  to  by  the  purchaser  of  a  reversion  actually  pur- 
chasing at  the  same  time  such  an  annuity,  so  that  whether  the  reversion 
falls  in  soon  or  late,  he  would  always  have  his  interest,  and  thus  be  pro- 
tected against  any  possible  loss.  In  fact,  to  use  the  words  of  a  distinguished 
advocate  of  this  view,  reversions  should  be  regarded  "  as  investments  to  be 
made  not  subject  to  any  contingency  whatever,  but  as  securing  to  the 
holder  of  them  in  any  case  a  good  rate  of  interest  so  long  as  he  retain 
them,  and  as  reproducing  the  capital  invested  when  such  interest  shall  cease 
to  be  paid  or  accrued." 

To  take  a  concrete  example.     Suppose  a  person  purchases  a  reversion 
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to  £100  to  yield  5  per  cent,  being  able  to  purchase  an  annuity  of  £1  on 
the  Life  of  the  life-tenant  for  £9 ;  then  our  formula  for  the  value  will  be : — 

100  X  {1  -  -0476  (1  +  9)}. 

Working  this  out  we  find — 

He  can  give  for  the  reversion  ....  £52*4 
He  can  buy  an  annuity  of  the  interest  (-0476  x  9  x  100)  for  42-8 
And  he  retains  the  first  year's  interest,  which  is  allowed 

for  in  advance  .....         48 

£100 

The  purchaser  therefore  invests  £100  in  all,  the  same  amount  as  the  sum 
in  reversion,  the  seller  receiving  £5  2  •4.  The  first  year's  interest  is  retained 
by  the  purchaser,  and  future  interest  is  provided  by  the  annuity  purchased  till 
the  reversion  falls  in,  when  his  capital  £100  is  received.  In  the  case  of  certain 
classes  of  purchasers,  such  as  insurance  offices,  it  would  not  be  necessary  that 
an  arrangement  such  as  the  above  should  be  actually  carried  out ;  but,  accord- 
ing to  the  view  we  are  discussing,  it  should  at  any  rate  be  allowed  for. 

Now  it  is  evident  that  while  a  course  such  as  the  above  might  be 
necessary,  or  at  any  rate  advisable,  in  the  case  of  an  individual  dealing 
with  a  single  transaction,  or  with  very  few  transactions,  a  company  with 
a  large  number  of  transactions  need  not  go  to  the  expense  of  purchasing 
office  annuities  or  even  allowing  for  them,  but  could  depend  on  the  rever- 
sions falling  in  with  sufficient  regularity,  on  the  average,  to  obviate  any 
inconvenient  loss  of  interest  through  exceptional  longevity  on  the  part  of 
any  of  the  life-tenants.  In  that  case,  the  net  annuity  being  used,  the 
formula  becomes,  as  shown  above,  simply  Ay,  a  function  which  is  tabulated 
for  most  mortality  tables  of  any  importance.  Moreover,  as  it  is  those  large 
dealers  in  reversions  which  determine  the  market  value,  we  may  say  that 
as  a  general  rule  the  value  of  an  absolute  reversion  is  obtained  by  simply 
using  the  function  Aj,,  and  we  wiU  go  on  this  basis  throughout  the 
remainder  of  the  paper ;  but  it  is  always  well  to  keep  in  mind  the  other 
equivalent  formula  and  its  rationale. 

Before  leaving  this  part  of  the  subject,  it  is  worth  noting  that  if  a 
purchaser  protects  himself  by  actually  taking  out  an  annuity,  he  may  very 
well  be  satisfied  with  a  smaller  rate  of  interest  than  if  he  were  not  so 
protected,  and,  accordingly,  he  might  in  certain  circumstances  be  able  to 
give  a  value  similar  to  that  obtained  by  valuing  at  net  rates.  It  will  be 
seen  from  the  following  figures  that  if  there  is  a  difference  in  the  rate  of 
interest  of  1  per  cent  the  values  in  the  cases  given  are  very  close,  the  net 
formula  producing  a  higher  value  at  age  50,  practically  the  same  value  at 
age  60,  and  a  smaller  value  at  age  70. 

The  net  values  {Ay)  are  based  on  the  Government  Female  Annuitants 
Table,  and  other  tables  would,  of  course,  give  somewhat  different  results, 
which  will  vary  also  with  the  office  annuity  used. 


Value  of  Reversion  to  £100 

Age  of  Life- tenant. 

Using  Ay  (5  per  cent). 

Using  an  average 

Office  Annuity  and 

4  per  cent. 

60 
60 
70 

86-5 
47-8 
61-5 

84-6 
48-1 
68-0 
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A  uot  uncommon  method  of  dealing  with  reversions  is  by  way  of  pur- 
chase, allowing  a  power  of  repurchase  for  a  limited  time,  a  very  convenient 
arrangement  for  a  person  who  desires  to  raise  money  on  a  reversion,  but  does 
not  wish  to  part  with  it  altogether,  and  who  is  uot  in  a  position  to  pay  the 
interest  which  would  be  required  in  the  case  of  a  loan.  The  terms  ou  which 
the  reversion  can  be  repurchased  are  usually  on  payment  of  the  amount  of 
purchase-money  accumulated  at  a  certain  rate  of  compound  interest,  or  on 
the  payment  of  certain  definite  sums  calculated  so  as  to  return  a  certain 
rate  of  interest  to  the  purchaser.  For  the  purposes  of  formula  both  these 
methods  are  the  same. 

Let  the  term  during  which  the  power  of  repurchase  can  be  exercised  be 
n  years,  and  the  rate  of  interest  that  the  purchaser  wishes  to  realise  during 
that  time  be  i,  then  it  is  apparent  that'  as  the  power  of  repurchase  is  an 
option  to  the  seller  which  may  or  may  not  be  exercised,  the  purchaser 
must  arrange  the  price  so  that  if  the  reversion  is  not  repurchased  but  is 
left  on  his  hands  at  the  end  of  the  n  years,  his  purchase-money  with  com- 
pound interest  at  rate  i  will  then  amount  to  the  value  of  the  reversion  at 
that  time.     In  symbols,  X  being  the  amount  of  purchase-money  required, 

This  value  X  wiU  always  be  less  than  Ay,  the  value  for  absolute 
purchase,  which  is  as  it  should  be,  because  the  purchaser  by  giving  a  power 
of  repurchase  loses  the  chance  of  any  profit  from  the  falling  in  of  the 
reversion  during  the  n  years,  as  in  that  event  it  would  certainly  be  re- 
purchased, and  he  would  only  get  his  interest.  The  older  y  is,  the  greater 
will  be  the  difference  between  the  values,  as  the  chance  of  the  reversion 
falling  in  during  the  n  years  is  greater,  and  the  value  of  the  option  is 
consequently  increased.     The  following  figures  show  this : — 


Age  of  Life-tenant. 

Value  of  Reversion  (5  per  cent). 

DifiFerence. 

Absolute  Purchase. 

With  power  of  Purchase 
for  5  Years.. 

50 
60 
70 

36-5 
47-8 
61-5 

32-6 
42-5 
53-0 

3-9 
5-3 
8-5 

If  at  the  end  of  the  n  years,  the  vendor  desires  to  have  the  option  of 
repurchase  for  a  further  n  years,  what  sum  should  be  paid  for  the  privilege  ? 
If,  instead  of  an  extension,  there  were  an  entirely  new  transaction,  the 
purchaser  could  now  give  for  the  reversion  allowing  the  power  of  re- 
purchase, Aj/4.2,i(l  +  i)"",  but  his  original  purchase -money  and  interest  have 
amounted  to  X(l  +  iy,  which  is  a  larger  sum,  being  equal  to,  as  shown 
above,  Ay+„  the  value  of  the  reversion  for  absolute  purchase.  It  therefore 
foUows  that  he  must  receive  such  sum  as  "will  bring  down  his  outlay  and 
accumulations  to  the  amount  he  could  give  in  the  case  of  a  new  transaction. 
In  symbols  he  must  receive 

Xil  +  iy-Ay+^l  +  i)-''. 

The  above  reasoning  will  probably  appear  simpler  if  we  work  out  an 
example.  A  person  has,  say,  a  reversion  expectant  on  the  death  of  a  lady 
aged  65  to  100  and  wishes  to  sell  it,  retaining  a  power  of  repurchase  for 
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5  years.  The  purchaser  agrees  to  give  48-2,  allowing  the  desired  power  of 
repurchase.  This  figure  is  obtained  as  follows,  A;o  being  taken  as  '615  and 
the  rate  of  interest  to  be  realised  if  the  reversion  is  repurchased  5  per  cent. 

Purchase-money  =  A70  x  (1  +  -05)"*  x  100 

=  -615  X  -7835  X  100  =  48-2. 

If  the  reversion  is  not  repurchased,  the  purchaser's  outlay  at  the  end  of  the 
5  years  will  amount  to  61'5,  being  the  48*2  with  accumulations  of  interest. 
This  figure  61*5  is  the  same  sum  that  the  purchaser  would  have  given  for 
the  absolute  purchase  of  a  reversion  on  a  life  aged  70,  being  A70  x  100.  If 
now  it  is  desired  to  extend  the  term  of  purchase  for  a  further  5  years,  what 
sum  will  be  required  to  be  paid  to  the  purchaser?  The  value  of  the 
reversion  at  age  70,  allowing  for  a  power  of  repurchase  for  5  years,  will  be 

A„  X  (1  +  -05)-*  X  100  =  -678  X  -7835  x  100  =  53-1. 

But  the  outlay  of  the  purchaser  with  interest  is,  as  we  have  seen,  61*5,  and 
this  must  be  reduced  to  53*1  before  he  can  afford  to  allow  the  further  power 
of  repurchase,  that  is,  8*4  must  be  paid  for  the  privilege  of  extension.  Both 
parties  would  then  start  afresh,  just  as  if  a  new  transaction  with  a  power  of 
repurchase  had  been  entered  into,  the  price  being  53*1. 

It  may  seem  to  the  reader  that  it  was  hardly  worth  while  to  have 
entered  at  such  length  into  this  demonstration  of  quite  an  elementary 
character,  but  if  these  figures  and  principles  are  clearly  grasped,  they  will 
stand  him  in  good  stead  when  working  out  transactions  of  a  similar  nature, 
but  where  more  complicated  interests  are  involved. 

We  have  so  far  confined  ourselves  to  absolute  reversions  involving  only 
one  life,  but  absolute  reversions  involving  two  or  more  lives  are  not  un- 
common, and  can  be  treated  on  exactly  the  same  lines.  Thus,  there  may 
be  two  life-tenants,  and  on  the  death  of  one  of  them  the  fund  will  be 
partially  divided,  or  division  may  be  postponed  till  the  death  of  the  last 
survivor  of  the  two. 

The  ^alue  of  an  absolute  reversion  expectant  on  the  death  of  the  first 
of  two  lives,  y  and  z,  will  be 

l-d{l-¥  tty^),  or  simply  Ayz. 

The  function  Ay^  is  seldom  tabulated,  but  ay^,  the  value  of  a  joint 
life  annuity,  is  tabulated  for  various  tables  of  mortality,  and  the  formula 
can  accordingly  be  worked  out  without  any  difficulty.  If,  however,  what 
are  called  "  conversion  tables  "  are  available,  this  labour  can  be  saved,  as  by 
means  of  such  tables  the  assurance  value  corresponding  to  any  annuity 
value  can  be  at  once  obtained.  It  would  therefore  only  be  necessary  to 
find  ay2,  and  then  Ay^  would  be  found  by  inspection  from  the  conversion 
tables. 

Again,  to  find  the  value  of  a  reversion  expectant  on  the  death  of  the 
last  survivor  of  y  and  2,  the  formula  would  be 

l-d(l  +  tty,),  or  A^^. 

If  ajii,  the  value  of  an  annuity  payable  as  long  as  one  of  the  two  lives 
y  and  z  is  aUve,  is  not  tabulated  in  the  tables  desired  to  be  used,  it  can  be 
found  if  there  is  a  joint  life -table  available,  because  a^  =  aj,  +  a^  -  a^^. 
Conversion  tables  can  be  used  as  above  to  get  Ajg  from  aj^. 

We  get  our  formula  for  the  value  of  a  contingent  reversion  payable  only 
if  the  reversioner  survive  the  life-tenant  by  an  extension  of  the  formula 
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1  -  d(l  +  ay).  In  addition  to  the  interest  which  this  formula  provides  for, 
we  must  make  provision  against  the  risk  of  the  reversion  being  defeated  by 
the  reversioner  predeceasing  the  hfe-tenant.  This  is  done  by  taking  out  a 
policy  on  the  life  of  the  reversioner  against  that  of  the  life-tenant,  and  if  x 
be  the  reversioner  and  y  as  before  the  life-tenant,  the  annual  premium  will 
be  l\j^  payable  like  the  interest  in  advance,  and  the  formula  required  is 
therefore 

It  will  be  noticed  that  the  annuity  in  the  formula  is  only  for  the  joint 
lives,  which  is  as  it  should  be,  because  now,  whichever  life  dies,  the  amount 
in  reversion  will  be  received,  from  the  reversion  if  the  reversioner  survives 
the  life-tenant,  or  in  the  other  event  from  the  policy  moneys. 

If  instead  of  the  office  premium  V;^  the  net  premium,  which  may  be 
represented  by  tt^^,  were  used,  the  formula  would  become  simply  A^j,  the 
value  of  an  assurance  payable  at  the  end  of  the  year  in  which  y  dies,  having 
predeceased  x.  This  is  analogous  to  the  function  A^,  which  as  we  saw  was 
used  for  absolute  reversions,  and  there  is  not  any  theoretical  reason  why 
consistently  with  this,  A^^'  should  not  be  used  in  the  case  of  contingent 
reversions  instead  of  allowing  for  the  expense  of  an  office  premium  and 
thereby  bringing  out  a  lower  value.  There  is,  however,  the  very  practical 
objection,  that  whereas  in  the  case  of  absolute  reversions  there  could  only 
be  a  loss  of  interest  through  any  exceptional  longevity  of  the  life-tenants, 
in  this  case  the  principal  itself  might  be  entirely  lost  through  the  reversion 
being  defeated ;  and  unless  the  number  of  such  transactions  is  exceptionally 
large  so  as  to  ensure  a  good  average,  a  loss  of  principal  might  be  somewhat 
awkward.  By  using  the  function  A^^  a  larger  value  would  as  stated  be 
obtained,  but  as  for  the  reasons  given  it  is  doubtful  whether  such  a  course 
is  advisable,  we  will  assume  when  the  formula  in  question  or  other  similar 
formulas  come  before  us  that  an  office  premium  is  allowed  for.  It  may  be 
mentioned  in  passing  that  the  value  of  the  function  A^j  for  different  rates 
of  interest  can  be  got  with  little  trouble  from  the  well-known  tables  by 
Chisholm,  based  on  the  Carlisle  Table  of  Mortality. 

If  there  are  two  life-tenants  and  the  reversion  is  payable  on  the  first  of 
their  deaths  provided  the  reversioner  is  then  alive,  the  formula  will  be 

Tables  of  a^yz  are  not  available,  but  a  very  fair  approximation  can  be  got 
as  follows.  Take  w  so  that  a^^  =  a^,  then  a^^y^  =  a^w  approximately,  and 
this  latter  function  can  be  obtained  direct  from  tables. 

If  the  reversion  is  payable  on  the  death  of  the  last  survivor  of  the  two 
life-tenants,  provided  the  reversioner  is  then  alive,  the  formula  becomes 

1  -  (Pxyz  +  ^)(1  +  «a:^)- 

O'xyi  =  cf'xy  +  o^xz "  <^xyz  which  Can  be  obtained  direct  from  tables,  using  the 
above  approximation  for  the  last  term. 

A  special  but  not  infrequent  case  is  where  the  reversion  is  payable  on 
the  death  of  the  last  survivor  of  two  lives,  but  the  reversioner  has  only  to 
survive  one  life,  say  y,  before  his  interest  becomes  vested.  A  formula  for 
this  reversion  is 

1  -  (P;,  +  d){\  +  a^^  -d^  «,;/„ 

where  a^//,  is  the  value  of  an  annuity  to  z  after  the  death  of  y,  x  being 
alive  at  that  date.  The  first  part  of  the  formula  gives  the  value  of  the 
reversion  as  if  y  were  the  only  life-tenant ;  then  to  allow  for  the  fact  that 
payment  must  be  postponed  till  the  death  of  z  we  deduct  the  value  of  the 
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interest  during  z's  life  after  the  death  of  y,  provided  x  be  then  alive,  because  if 
X  does  not  survive  y  the  reversion  is  defeated,  and  the  transaction  is  brought 
to  an  end  by  payment  of  the  policy  moneys.  A  very  fair  approximation  of  the 
value  of  a^j,'/^  is  obtained  by  taking  Q^^;  x  a^J^  where  Q^^'  is  the  probability 
that  y  will  predecease  x,  and  a^J^  =  ci,z~  C'xyz-  Values  of  Q^/  according 
to  the  Carlisle  Table  of  Mortality  are  to  be  found  at  the  end  of  vol.  i. 
of  Jones's  Annuities.  To  bring  in  the  probability  Q^^'  thus,  as  an  outside 
factor,  is  not  scientifically  correct,  but  may  be  conveniently  used  for 
practical  purposes.  (For  a  fuller  demonstration,  see  Institute  of  Actuaries' 
Text-Book,  part  ii.  p.  261.) 

To  get  the  value  of  a  contingent  reversion  with  a  power  of  repurchase 
for  n  years,  we  have  to  allow  not  only  for  the  interest  on  the  purchase- 
money  to  be  accumulated,  but  also  for  the  premiums  which  the  purchaser 
has  paid.  The  formula  is  obtained  thus,  X  as  before  being  the  amount  of 
the  purchase-money : — 

X(l  +  if  +  P;/S^x|  -  1)  =  1  -  (P;,  +  dXl  +  a^+n-y+n) 
'-•  X  =  [1  -  (P;,  +  ^)(1  +  a,+n-y+n)  "  P.'/S^rTll  "  1)](1  +  ^)-". 

S^l  is  the  symbol  for  the  amount,  which  is  usually  tabulated  in  Interest 
Tables,  of  n  payments  of  1  per  annum,  payable  at  the  end  of  each  year  and 
accumulated  for  n  years.  The  premium  P^^,  is,  however,  payable  at  the 
beginning  of  the  year,  and  therefore  it  has  to  be  accumulated  for  a  year 
longer.  S;^i|  gives  this  value,  except  that  it  gives  n  +  1  payments  by 
including  a  final  payment  of  1  at  the  end  of  the  term,  which  is  not  required. 
Hence  we  deduct  unity  and  so  get  the  (S^r+T|  -  1)  of  the  formula.  The  sum 
required  to  extend  the  term  of  repurchase  can  be  obtained  on  the  same 
principle  as  already  explained  in  connection  with  absolute  reversions. 

We  have  all  along  been  assuming  that  the  sum  in  reversion  is  a  fixed 
quantity,  1,  and  have  examined  formulas  for  its  value,  but  sometimes  in 
practice  it  is  the  other  way  about.  The  amount  of  money  desired  by  the 
vendor  is  fixed,  and  what  is  wanted  is  how  much  of  the  reversion  is  to  be 
sold,  or  in  other  words  what  is  the  amount  of  reversionary  charge  correspond- 
ing to  the  sum  desired.  There  is  no  difficulty  in  adapting  all  the  formulas 
already  described  to  a  case  of  this  kind.  For  example,  if  the  reversion  is 
absolute,  what  is  the  amount  of  reversionary  charge  corresponding  to  an 
advance  of  1  ? 

Let  X  be  the  amount  of  charge  required, 

then  1  =  Aj,  X  X 

•  x-1 

•  A"' 

The  value  of  X  can  accordingly  be  obtained  from  Aj,  by  using  a  table  of 
reciprocals. 

Similarly  in  the  case  of  a  contingent  reversion,  the  value  of  a  reversion 
to  1  would  first  be  obtained,  and  the  reciprocal  of  this  would  give  the  amount 
of  charge  corresponding  to  an  advance  of  1. 

To  get  the  value  of  a  reversionary  life  interest  we  will  begin  by 
investigating  the  formula  for  an  ordinary  life  annuity,  a^,  which  is 

-J_-l. 

This  formula  is  explained  as  follows :  If  the  annual  sum  payable  under  an 
annuity  due,  that  is  an  annuity  payable  at  the  beginning  of  each  year,  were 
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Pa,  +  d,  the  value  of  the  annuity  due  would  be  1,  as  the  purchaser  would 
secure  throughout  his  life  the  interest  payable  in  advance,  d,  on  his  purchase- 
money,  and  by  the  premium  Pa,  the  return  of  the  capital  at  the  end  of  the 

year  of  death.     Therefore,  for  an  annuity  due  of  1  he  can  give  — — -^  and 

Pa.  +  a 

for  an  ordinary  annuity 

-1. 


P,  +  ^ 


A  reversionary  annuity  differs  from  this  inasmuch  as  provision  must 
be  made  for  the  premium  and  interest  till  the  annuity  becomes  payable  by 
the  death  of  the  life-tenant,  say  y,  and  the  purchaser  can  do  this  by  allowing 
for  an  annuity  payable  during  the  joint  lives,  and  the  cost  of  this  must  of 
course  be  deducted  from  the  value  he  could  have  given  if  the  annuity  were 
immediate.     The  formula  therefore  becomes 


1 


''^<^=¥-rd 


- 1  -  a. 


xy 


P,  +  ^ 

The  joint  life  annuity  may  actually  be  purchased,  but  consistently  with 
the  principles  previously  enunciated  when  discussing  the  formula  for 
absolute  reversions,  it  may  only  be  allowed  for,  and  though  for  our  present 
purpose  we  may  find  it  convenient  to  speak  of  it  as  purchased,  this 
alternative  must  always  be  kept  in  view. 

It  will  be  seen  that  the  position  of  the  purchaser  is  now  exactly  the 
same  as  in  the  case  of  an  immediate  life  interest.  He  has  paid  away  tlie 
same  amount,  the  only  difference  being  that  it  is  split  up,  part  being  paid 
to  the  vendor,  and  part  applied  in  buying  a  joint  life  annuity.  The 
joint  life  annuity  provides  interest  and  premiums  till  the  death  of  y,  and 
then  the  reversionary  annuity  does  the  same  till  the  death  of  x,  when  the 
capital  is  returned  by  the  policy  moneys.  The  policy  must,  evidently,  be 
for  the  whole  of  life,  and  not  only  against  the  life  of  2/  as  in  the  case  of  a 
contingent  reversion. 

The  next  practical  point  to  consider  is  what  is  to  be  the  amount  of  the 
sum  assured,  and  closely  allied  with  that  is  the  total  amount  invested. 
This  latter  is  made  up  as  shown  above,  with  the  addition  of  the  first 
premium  which  has  to  be  provided  by  the  purchaser,  but  it  can  be  con- 
veniently demonstrated  independently  as  follows.  We  will  confine  ourselves 
for  simplicity  to  an  immediate  life  interest,  as  the  results  will  apply  equally 
well  to  a  reversionary  life  interest. 

For  an   annuity  (not  an  annuity  due  as  we   began  with   above)  of 

Vx  +  d  the  total  outlay  is  v  (the  present  value  of  1  payable  at  the  end 

of  a  year),  because  at   the   end  of  each   year  the  annuity  will   supply 

the  premium  for  an  assurance  of  1  and  d,  the  interest  for  that  year  on 

V  (iv  =  d),  and  at  the  end  of  the  year  of  death  the  sum  assured  of  1  will 

repay  the  investment  of  v  and  provide  d  the  interest  on  it  for  that  year. 

Accordingly,  by  simple  proportion,  for  an  annuity  of  1  per  annum  the  sum 

1  .        V 

to  be  assured  is  -^^^ ^  and  the  amount  invested  is 


V^  +  d    ^"  "       V^  +  d 

This  can  be  seen  to  be  correct  if  we  now  gather  together  the  various 
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Value  or  sum  paid  vendor  ^-^ _  i  _  a^ 


items  which  go  to  make  up  the  amount  invested  in  the  case  of  a  re- 
versionary life  interest  as  follows : — 

V^  +  d 
Sum  to  provide  annuity  during  joint  lives  a^y 

First  premium  Pa,  x  =5 — -. 

1  ^ 

Total  amount  invested  ^f;^ ?  -  1  + 


Ty;    +    d  Pa;    +    C? 

=  T^ 3  =  ft 5     as  found  above. 

Pa,  +  a     Pa;  +  a 

When  X  dies  the  policy  will  have  to  provide  this  outlay  with  interest  for 
the  year.     The  amount  of  the  poHcy  will  therefore  have  to  be 

V          .     V          V  +  d          1  - 

+  *-Fi -.  =  ^ -,  =  ^f; ?  as  above. 


Pa;  +  C?  Pa;  +  ^       Pa;  +  ^       T^  +  d 

To  take  a  practical  example.  Let  it  be  required  to  find  the  value  of  a 
reversionary  annuity  of  100  to  a  person  aged  30  on  the  death  of  a  person 
aged  60,  to  realise  to  a  purchaser  5  per  cent.  Taking  Pg^  =  -02  and 
^60-30  ~  8"217,  we  have  working  out  our  formulas : —    • 

Value  paid  vendor 557 

Value  of  joint  life  annuity      .         .         .         .         .         .822 

First  premium 30 


Total  amount  invested 1409 


Annual  interest  (5  per  cent  on  1409)      ....         70 
Annual  premium 30 

Amount  of  annuity 100 

Amount  of  policy  (amount  invested  and  interest)     1479 

The  amount  of  policy  in  this  case  comes  to  nearly  three  times  the  value 
that  can  be  paid  to  a  vendor,  and  the  difference  frequently  is  still  greater. 
When  a  loan  is  desired  on  security  of  a  reversionary  life  interest,  the  lender 
requires  to  be  protected,  just  as  in  the  case  of  a  purchase,  by  a  policy,  other- 
wise he  might  not  be  able  to  readily  sell  the  reversionary  life  interest,  if 
it  should  be  necessary  to  do  so  by  reason  of  default  in  payment  of  interest 
or  premiums ;  and  as  the  premiums  on  such  policy  fall  to  be  paid  by  the 
borrower,  it  is  sometimes  difficult  to  make  him  understand  why  a  policy  for 
an  amount  much  larger  than  the  loan  should  be  necessary. 

The  formula  for  the  value  of  a^/a;  becomes,  if  we  assume  a  net  premium 
instead  of  the  office  premium,  simply  a^  -  a^y.  Looking  at  the  function 
in  this  form,  we  can  clearly  see  that  a  whole  year's  life  interest  is  assumed 
to  be  receivable  on  the  death  of  y,  whereas  in  practice  on  the  average  only 
one-half  of  the  year's  life  interest  will  be  received.  Again,  in  practice  life 
interests  are  usually  payable  up  to  the  date  of  death — that  is,  on  the 
average,  six  months  longer  than  is  allowed  for  by  the  formula.  Thus,  the 
reversionary  life  interest  of  practice  begins  and  ends  six  months  later  than 
the  life  interest  of  the  formula,  and  consequently,  to  get  a  value  which 
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will  square  with  the  conditions  of  practice,  we  must  allow  for  six  months' 
more  interest,  and  our  formula  will  be : — 


"^'M ivT^ I 


If  this  formula  is  used,  it  can  be  shown  that  the  sum  assured  should  be 

1       1/7 

p — ^,  a  slightly  smaller  amount  than  before,  which  is  as  it  should  be,  the 

value  of  the  reversion  being  also  smaller.  (For  a  full  demonstration  of 
these  and  similar  formulas  see  Journal  of  the  Institute  of  Actuaries,  vol. 
xvii.  pp.  107-122.) 

As  in  the  case  of  reversions,  the  purchase  of  a  reversionary  life  interest 
with  a  power  of  repurchase  for  a  certain  number  of  years  may  sometimes  be 
arranged.  The  formula  is  as  follows,  being  the  same  as  that  demonstrated 
in  the  case  of  contingent  reversions,  with  the  necessary  adaptations.  Let 
X  be  the  amount  of  purchase-money. 

X(l+t)-  +  P,xlli^(S.-^:i|-l)=  ^^|l-(P^  +  ^Xl^+^.+«-.±n)| 

•  •■  X  =  [  s/^  P  -  ^^-  ■"  ^^X^^y^+-v+0  I  ,  p^  ,  ^(S^r^l  -  !)](!  +  ^)"" 

Instead  of  the  value  of  a  reversionary  life  interest,  sometimes  what  is 
required  is  the  amount  of  the  reversionary  life  interest  to  be  sold  for  a 
certain  amount  of  money  desired.  To  get  this,  the  value  of  a  reversionary 
life  interest  of  1  would  first  be  obtained,  and  the  reciprocal  of  this  would 
give  the  amount  of  the  life  interest  required  for  an  advance  of  1. 

The  formulas  that  have  been  discussed  apply  only  to  absolute  rever- 
sions, or  to  reversions  where  the  sole  contingency  is  that  of  survivorship. 
The  different  special  risks  met  with  are  so  varied  that  it  is  impossible  to 
lay  down  any  general  rules  that  will  suit  cases  out  of  the  common.  In  the 
case  of  an  ordinary  issue  risk  the  reversion  can  be  valued  apart  from  such 
risk,  and  then  a  deduction  made  of  the  single  premium  that  an  insurance 
office  would  charge  to  insure  against  the  risk,  whether  a  policy  is  actually 
to  be  taken  out  or  not.  In  many  cases  it  is  impossible  to  get  a  scientific 
value,  even  approximately,  of  a  special  risk,  and  in  these  cases  an  arbitrary 
deduction  must  just  be  made.  For  example,  it  is  impossible  to  calculate 
satisfactorily  the  proper  deduction  to  be  made  in  a  case  where  the  life- 
tenant  has  power  to  appoint  a  life  interest  to  a  future  husband,  though  the 
deduction  to  be  made  on  account  of  such  a  power  in  the  case  of  a  present 
husband  could  be  calculated  exactly  by  simply  deducting  the  value  of  a 
reversionary  life  interest  to  the  husband  after  the  wife's  death,  the  amount 
of  such  life  interest  being  the  interest  on  the  sum  in  reversion.  A  some- 
what similar  case  has  been  already  discussed.  In  the  case  of  a  future 
husband,  however,  though  the  chance  of  marriage  might  be  obtained,  the 
probable  age  of  the  future  husband  would  be  more  or  less  a  matter  of 
guesswork.  In  any  case,  however,  it  would  be  hardly  worth  while  going 
to  any  trouble,  as,  looking  to  the  advanced  ages  of  Kfe-tenants  in  general, 
it  is  rarely  that  the  value  of  a  reversion  is  affected  to  any  serious  extent 
by  a  contingency  of  this  nature.  It  may  be  mentioned  that  a  great 
number  of  special  risks  can  now  be  insured,  if  not  by  an  insurance  office, 
then  by  one  or  other  of  the  Guarantee  Companies  established  within  recent 
years.  In  regard  to  the  "  name  and  arms  "  risk  already  touched  on,  it  may 
be  mentioned  that  when  a  lending  or  purchasing  office  covers  a  risk  of  that 
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kind  by  means  of  a  policy,  it  is  customary  to  take  from  the  reversioner  his 
personal  covenant  that  he  will  not  fail  to  retain  or  assume  the  name  and 
arms  in  question. 

The  actual  business  handling  of  reversions  and  questions  connected 
therewith  now  fall  to  be  considered.  Dealing  with  reversions  both  by  way 
of  purchase  and  loan  has  been  for  a  long  time  a  favourite  method  of 
investment  of  many  insurance  companies,  who  were  till  within  a  few  years 
ago  probably  the  largest  dealers  in  this  class  of  security.  This  is  easily 
explained  by  the  special  nature  of  a  reversion,  which  renders  it  as  a  rule 
unsuitable  for  an  ordinary  investor.  The  objections  of  the  ordinary 
investor  do  not  apply,  however,  to  an  institution  like  an  insurance  office, 
which  has  the  actuarial  skill  required  for  valuing  reversions  at  its  command, 
and  is  usually  able  to  deal  with  them  in  sufficient  numbers  to  form  an 
average.  The  market  for  reversions  was  consequently  restricted  more  or 
less,  and  this,  combined  with  the  special  risks  run  and  the  trouble  involved, 
naturally  resulted  in  prices  which  gave  a  high  return  by  way  of  interest. 
Within  later  years  the  high  return  has  encouraged  the  formation  of 
numerous  companies,  established  for  the  special  object  of  dealing  with 
reversions  and  other  allied  securities,  and  this  increased  competition  has 
made  dealing  with  reversions  less  lucrative  than  in  former  times.  It  is  to 
be  noticed  in  passing  that  reversions  possess  special  advantages  to  an 
insurance  office  on  account  of  the  life  and  other  insurances  that  are  frequently 
etfected  in  connection  with  them ;  though  from  recent  investigations  it 
appears  doubtful  whether  these  insurances  are  of  a  very  profitable  character, 
as  reversioners  do  not  seem  to  come  up  to  the  average  of  assured  lives. 

We  referred  above  to  special  risks  in  dealing  with  reversions,  some 
of  which  we  may  now  mention,  leaving  out  all  those  that  may  fairly  be 
allowed  for  by  insurance,  or  by  adjustment  of  the  terms  of  a  transaction. 
To  begin  with,  the  funds  are  usually  in  the  hands  of  trustees  who  may 
misappropriate  or  mismanage  them.  This  can  be  guarded  against  to  some 
extent  by  precautions  mentioned  later  on,  but  not  altogether,  one  reason 
being  that  the  purchaser  of  a  reversion  has  no  control  over  the  appoint- 
ment of  new  trustees.  An  undertaking  by  trustees  not  to  change  invest- 
ments may  sometimes  be  got,  but  this  is  not  binding  on  future  trustees. 
The  wording  of  the  will  or  document  under  which  the  reversion  arises  is 
sometimes  not  altogether  clear,  and  there  is  a  risk  of  lawyers  misinterpret- 
ing it.  Again,  in  the  case  of  a  contingent  reversion  dependent  on  the 
reversioner  surviving  the  life-tenant,  there  is  always  the  risk  that  he  may 
disappear,  and  consequently,  when  the  reversion  falls  in,  it  may  be  very 
difficult  to  ascertain  whether  he  was  alive  at  that  date  or  not.  This  is  a 
risk  of  some  importance,  as  reversioners  frequently  raise  money  with  the 
special  object  of  going  abroad.  An  important  point  to  be  kept  in  view  is 
that  if  a  reversion  is  being  dealt  with  to  a  share  of  a  fund,  which  fund 
includes  another  reversion,  the  life-tenant  can  require  to  have  this  latter 
reversion  sold  by  the  trustees  and  the  proceeds  included  in  the  trust  fund, 
instead  of  waiting  till  such  reversion  falls  in,  as  is  sometimes  done,  pre- 
sumably to  let  the  trust  fund  have  the  benefit  of  the  larger  sum  which 
would  then  be  realised.  If  the  trustees  do  not  sell  such  reversion  within 
twelve  months  of  their  assuming  the  trust,  the  life-tenant  may  claim  for 
loss  of  income  from  what  would  have  been  the  proceeds  of  the  sale;  and 
such  claim,  if  made  after  the  lapse  of  a  number  of  years,  may  involve  a 
considerable  diminution  of  a  reversioner's  share.  The  lines  on  which  the 
life-tenant's  claim  should  be  settled  have  been  laid  down  in  England  in  the 
case  The  Earl  of  Chesterfield's  Trusts  (24  Chancery  Div.  643). 
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Ke versions  are  dealt  with  in  three  ways : — (1)  By  absolute  purchase, 
either  of  a  whole  reversion  or  of  a  charge  secured  upon  it ;  (2)  by  purchase, 
allowing  a  power  of  repurchase  for  a  limited  time  as  already  explained ;  and 
(3)  by  way  of  ordinary  mortgage.  It  may  be  mentioned  that  there  is  a 
practical  objection  to  the  last  method,  inasmuch  as  the  security  does  not 
produce  income  like  most  other  securities,  and  the  borrower  being  probably 
impecunious,  there  is  more  than  the  usual  risk  of  the  interest  being  unpaid, 
in  which  case  the  reversion  would  have  to  be  realised,  which  would  involve 
a  certain  amount  of  trouble.  There  would  not  be  this  objection  if  there  is 
a  large  margin  of  value  which  would  allow  interest  and  premiums  to 
accumulate  if  necessary,  or  if  the  circumstances  of  the  borrower  were  such 
as  to  make  it  unlikely  that  the  interest  would  fall  into  arrear,  in  the  case 
for  example  where  the  borrower  had  a  good  income  from  other  sources 
which  he  could  not  charge. 

The  method  of  purchase  (with  or  without  a  power  of  repurchase)  of  a 
reversionary  charge  secured  on  the  reversion  is  a  very  convenient  way  in 
certain  circumstances.  In  a  case,  for  example,  where  the  trust  fund  con- 
sists largely  of  speculative  investments  or  of  real  property,  it  would  be  more 
equitable  to  purchase  only  a  reversionary  charge,  as  on  account  of  the  large 
margin  that  would  probably  be  required  in  the  calculations  for  depreciation, 
a  sale  of  the  whole  reversion  could  only  be  made  on  terms  onerous  to  the 
vendor,  and  which  might  not  appear  creditable  to  the  purchaser. 

Again,  in  the  case  of  a  reversionary  life  interest  a  good  allowance  has 
to  be  made  for  the  chance  of  the  investments  being  changed  for  others 
yielding  a  smaller  return ;  and  it  is  consequently  usually  more  equitable  to 
purchase  a  reversionary  annuity  of  a  fixed  amount  secured  upon  a  rever- 
sionary life  interest  rather  than  the  whole  life  interest.  This  arrangement 
has  the  additional  advantage  of  leaving  a  margin  of  income  to  the  rever- 
sioner, who  has  thus  an  inducement  to  appear  from  time  to  time  after  the 
life  interest  has  begun  to  run,  otherwise  the  purchaser  might  have  trouble 
in  proving  his  existence.  In  this  connection,  however,  it  may  be  noted 
that  by  the  Sales  of  Ee versions  Act,  1867,  any  purchase  made  lona  fide  and 
without  fraud  or  unfair  dealing  of  any  reversionary  interest  in  real  or 
personal  estate  shall  not  be  set  aside  merely  on  the  ground  of  under- 
value ;  but  the  Courts  very  properly  show  a  disposition  to  take  a  strict  view 
of  what  constitutes  "  unfair  dealing."  In  regard  to  mortgages  on  security 
of  reversions,  however,  the  burden  is  laid  upon  the  lender  to  show  that  the 
transaction  has  been  fair  and  straightforward,  and  that  he  has  not  taken  the 
slightest  advantage  of  the  ignorance,  weakness,  or  position  of  the  borrower. 

In  dealing  with  reversions  the  question  of  the  trustees  and  their  powers 
of  investment  requires  some  consideration.  If  there  is  only  one  trustee,  it 
may  be  expedient  to  make  it  a  condition  of  a  transaction  that  another  be 
appointed  to  lessen  the  risk  of  misappropriation  or  mismanagement  of  the 
fund.  When  the  reversioner  who  is  dealing  with  his  reversion  is  a  trustee 
himself,  he  may  very  well  be  asked  to  retire,  as  any  loss  sustained  by  the 
trust  fund  through  a  breach  of  trust  or  other  irregularity  committed  by 
the  trustees  might  be  made  payable  primarily  out  of  his  share.  As 
previously  mentioned,  trustees  have  frequently  wide  powers  of  investment, 
but  if  the  trustees  are  responsible  persons,  this  is  not  such  a  serious  objec- 
tion as  it  might  at  first  sight  appear.  If  there  is  a  loss  on  any  investment, 
the  trustees  are  not  necessarily  free  from  personal  liability  because  such 
investment  is  within  their  powers.  No  matter  what  their  powers  are, 
trustees  must  exercise  what,  broadly  speaking,  may  be  called  ordinary 
prudence.     It  not  infrequently  happens  that  the  reversioner  desires  to  deal 
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with  his  reversion  without  the  knowledge  of  the  trustees,  or  perhaps  of 
certain  of  them.  This  cannot  be  agreed  to  with  safety,  because  inquiries 
in  regard  to,  among  other  things,  any  previous  dealings  with  the  reversion 
have  to  be  made  of  the  trustees  by  the  solicitor  of  the  purchaser  or  lender 
when  investigating  the  title,  and  moreover,  when  the  transaction  has  been 
completed,  notice  has  to  be  given  to  them  of  the  purchaser's  interest,  other- 
wise it  might  possibly  happen  that  the  reversion  might  fall  in,  and  the 
trustees  being  ignorant  of  any  dealing  pay  over  to  the  reversioner  his  share. 

In  English  cases,  if  the  transaction  is  an  absolute  purchase,  a  formal 
contract  should  be  drawn  up  and  signed  before  the  investigation  of  title 
commences,  and  the  sale  dates  from  the  date  of  signing,  so  that  the 
purchaser  is  entitled  to  the  reversion  even  if  it  falls  in  before  the  assign- 
ment deed  is  completed,  and  the  purchase-money  paid  over.  Such  a 
contract  should  give  a  complete  description  of  the  reversion,  including  all 
the  ages  involved  (if  not  already  proved),  and  full  details  of  the  trust 
fund.  A  contract  of  this  complete  nature  is  not  usual  in  Scotland.  In 
the  case  of  a  contingent  reversion,  the  medical  examination  of  the  rever- 
sioner should  take  place  at  an  early  stage,  as  it  may  save  much  time  and 
trouble  which  would  be  wasted  if  the  medical  examination  were  delayed, 
and  the  reversioner  in  the  end  found  to  be  a  bad  life. 

Reference  was  made  above  to  notice  being  given  to  the  trustees,  but  it 
is  also  advisable  to  give  notice,  when  practicable,  to  any  public  companies 
whose  stocks  may  happen  to  be  included  in  the  trust  funds.  This  is  done 
in  the  case  of  stocks  registered  in  England  by  means  of  what  is  called  a 
distringas.  The  effect  of  this  is,  that  notice  is  given  of  the  iuterest  of  the 
purchaser  and  he  will  get  notice  beforehand  of  any  future  dealing  with  the 
stocks ;  also,  if  there  is  a  change  of  trustees,  the  interest  of  the  purchaser 
will  be  brought  under  the  notice  of  the  new  trustees.  The  procedure,  in 
placing  a  distringas,  is  that  the  company  whose  stock  is  in  question  (or  in 
the  case  of  Consols,  India  Stock,  etc.,  the  bank  at  which  the  register  of 
stock  is  kept)  is  served  with  copies  of  a  prescribed  form  of  affidavit 
and  notice  previously  filed  in  Court.  The  affidavit  and  notice  run  as 
follows : — 

(Affidavit.) 

In  the  High  Court  of  Justice, 
Division. 

In  the  Matter  of^ 

1  [Here  state  the  nature  of  the  document  comprising  the  stock,  and  add  the  date  and  other 
particul&rs  so  far  as  known  to  the  deponent  su£Bcieutly  to  identify  the  document.] 

and 
In  the  Matter  of  the  Act  of  Parliament,  5  Vict.  cap.  5. 

1  A.B. 

of 

make  Oath  and  say,  that  according  to  the  best  of  ray  knowledge,  information,  and 

belief,  C.D.oi 

is  beneficiallv 
interested  in  the  stock  comprised  in  the  [Settlement,  Will,  etc.]  above  mentionea, 
which  stock,  according  to  tne  best  of  my  knowledge  and  belief,  now  consists  of 
the  stock  specified  in  the  notice  hereto  annexed. 

Sworn  at 


] 


the  day  of  190 

Before  me, 

A  Commissioner  for  Oaths. 

This  Affidavit  is  filed  on  behalf  of  C.I).^ 
whose  address  is  [State  address /or  service]. 
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(Notice.) 

To  the  [Here  add  the  name  of  the  Company\ 

Take  Notice  that  the  stock  comprised  in,  and  now  subject  to,  the  trusts  of 
the  [Settlement,  Will,  etc.]  referred  to  in  the  affidavit  to  which  this  notice  is 
annexed  consists  of  the  following  (that  is  to  say)  [Here  specify  the  stock\ 

This  notice  is  intended  to  stop  the  transfer  of  the  stock  only,  and  not  the 
receipt  of  dividends  lor,  the  receipt  of  the  dividends  on  the  stock  as  well  as  the 
transfer  of  the  stock]. 

(Signed) 

In  the  event  of  there  being  a  large  number  of  such  stoclcs,  expense  may 
be  saved  by  placing  distringas  only  on  one  or  two  of  the  principal  ones, 
Virhich  will  usually  prove  sufficient  for  practical  purposes.  The  ordinary 
expenses  of  placing  a  distringas,  when  done  by  a  solicitor,  comes  to  some- 
thing like  £3  :  3s.,  but  if  there  are  several,  the  expense  is  not  so  heavy  in 
proportion.  There  is  no  similar  process  in  Scotland,  but  some  railway 
companies,  and  possibly  other  companies,  will  accept  notice,  without, 
however,  undertaking  any  responsibility  in  the  matter.  If  the  fund  is  in 
Court  in  England,  a  stop-order,  which  serves  the  same  purpose  as  a 
distringas,  will  be  obtained.  The  following  is  an  example  of  a  stop- 
order  : — 

In  the  High  Court  of  Justice, 
Chancery  Division. 

Monday,  190  . 

In  the  Matter  of  the  Estate  of  John  Smith,  deceased. 
Between  Plaintiff 

and  Defendant. 

Upon  the  application  by  summons  dated  190    ,  of  A.  B. 

and  C.  D.,  and  upon  hearing  the  Solicitors  for  the  applicants,  and  upon  reading 
an  Indenture  dated  and  made  between  the  said  A.  B. 

and  the  said  C.  D.  of  the  other  part  and  the  Certificate  of  the  Fund, 

It  is  ordered  that  no  part  of  the  share  or  interest  of  the  said  A.  B.,  of  and  ifi 
the  capital  of  [stocks  here  described],  in  Court  to  the  credit  of  "  Be  John  Smith, 
deceased,"  be  transferred  or  otherwise  dealt  with  without  notice  to  the  said 
CD. 

What  mortality  table  should  be  used  in  valuing  reversions  ?  This  is  a 
most  important  question,  as  it  is  evident  that  if  a  mortality  table  is  em- 
ployed which  happens  to  show  a  heavier  rate  of  mortality  than  that  which 
is  actually  experienced  by  life-tenants,  the  reversions  will  not  fall  in  so 
soon  as  the  purchaser  had  calculated  on,  and  consequently  there  will  be  a 
loss  of  profit.  The  Carlisle  table  has  been  largely  used  in  the  past.  It  was 
considered  a  very  proper  table  to  use,  as  the  majority  of  the  lives  were 
female,  and  the  rates  of  mortality  at  the  high  ages  fairly  low.  It  is,  how- 
ever, very  improbable  that  such  a  table,  formed  from  general  population 
statistics,  will  show  with  anything  like  accuracy  the  rate  of  mortality  among 
a  special  class  of  lives,  such  as  life-tenants ;  and  besides,  the  use  of  such  a 
table  is  open  to  the  objection  that  we  cannot  differentiate  between  male 
and  female  lives,  and  it  is  extremely  likely  that,  as  in  the  case  of  annuitants, 
there  will  be  a  marked  difference  between  the  mortality  of  male  and  female 
life-tenants.  A  table  such  as  the  Government  Annuitants  1883  Table,  which 
gives  separate  rates  for  males  and  females,  or  the  tables  applicable  to  annui- 
tants included  among  those  just  published  by  the  Institute  and  Faculty  of 
Actuaries,  are  much  more  likely  to  give  a  better  approximation  in  the 
absence  of  any  extensive  investigation  into  the  mortality  of  life-tenants. 
Any  table,  however,  must  be  used  with  caution,  as  from  a  small  investiga- 
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tion  made  by  the  writer  (see  Transactions  of  the  Faculty  of  Actuaries,  vol.  i. 
No.  4)  there  seems  every  probability  that  female  life-tenants  are  a  better 
class  of  lives  than  even  annuitants ;  in  fact,  the  rates  of  mortality  there 
brought  out  show  a  much  lighter  rate  of  mortality  among  life-tenants  than 
among  annuitants  after  age  seventy-five.  Though  the  facts  of  the  investiga- 
tion were  somewhat  small  (226  entrants,  2097  years  of  life,  and  113  deaths, 
being  the  data)  some  weight  must  be  given  to  the  results,  especially  in  view 
of  the  fact  that  the  rates  of  mortality  closely  approximate  to  that  of  peerage 
females.  This  is  such  a  reasonable  result,  the  two  classes  of  lives  being 
very  similar,  that  it  seems  difficult  to  resist  the  conclusion  that  female*  life- 
tenants  must  be  treated  as  better  lives  than  annuitants.  The  importance 
of  this  question  is  evident  if  we  consider  that  the  value  of  a  reversion  to 
100  expectant  on  the  death  of  a  female  aged  sixty,  at  5  per  cent,  is  52-7  by 
the  Carlisle  table  and  47'8  by  the  Government  Annuitants  table,  that  is,  a 
difference  in  value  of  about  5  per  cent  of  the  sum  in  reversion.  In  former 
times  the  matter  was  not  of  so  much  importance,  because  then  reversions 
could  be  purchased  to  yield  a  high  rate  of  interest,  and  the  profit  could 
therefore  stand  a  little  diminution  on  account  of  the  rate  of  mortality 
being  lighter  than  was  expected,  but  now  when  competition  has  reduced 
the  rates  to  a  comparatively  low  level  there  is  not  so  much  margin  to  come 
and  go  on. 

A  few  remarks  in  regard  to  the  special  book-keeping  in  connection  with 
reversion  purchases  will  perhaps  not  be  out  of  place.  We  will  only  indicate 
the  principles  involved,  as  tlieir  application  will  vary  according  to  circum- 
stances, differing  probably,  for  example,  in  the  case  of,  say,  reversionary 
companies  whose  chief  business  it  is  to  deal  with  reversions,  and  insurance 
offices  where  reversions  only  form  part  of  a  mass  of  general  investments. 

In  the  case  of  an  ordinary  investment  such  as  a  loan  by  way  of  mort- 
gage, interest  is  payable  periodically  on  the  amount  invested  during  the 
currency  of  the  loan,  and  the  exact  amount  of  principal  is  returned 
when  the  loan  is  paid  off.  With  reversions,  on  the  other  hand,  it  is  very 
different ;  no  interest  is  paid  during  the  currency  of  the  investment,  but 
the  lack  of  this  is  counterbalanced  by  the  increase  of  principal  received 
when  the  reversion  falls  in.  There  are  the  following  three  ways  of  dealing 
with  reversions  purchased.  We  will  confine  ourselves  for  simplicity  to 
absolute  reversions. 

(1)  Do  not  take  any  credit  for  interest,  but  only  for  increase  in  value, 
which  can  be  calculated  annually,  or  at  longer  intervals,  according  to 
circumstances.  Then  when  a  reversion  falls  in,  there  will  be  the  difference 
between  the  ledger  balance  and  the  sum  receivable  on  realisation  to  be 
taken  credit  for.  This  plan  has  the  advantage  of  simplicity,  also  the  addi- 
tional advantage  that  from  the  nature  of  the  case  a  loss  has  very  seldom  to 
be  written  off,  only,  in  fact,  where  the  trust  fund  has  suffered  extraordinary 
depreciation.  There  is  this  disadvantage,  however,  for,  say  an  insurance 
company,  that,  no  interest  being  taken  credit  for,  the  amount  of  interest 
appearing  in  its  revenue  account  will  be  smaller  than  it  fairly  might  be, 
and  this  smallness  of  interest  might  on  the  surface  appear  to  compare 
unfavourably  with  other  companies. 

(2)  Assume  that  the  reversions  yield  a  certain  rate  of  interest,  and  add 
interest  at  that  rate  to  the  reversion  account  each  year.  The  drawback  to 
this  is  that  as  the  annual  increase  in  the  value  of  reversions  which  do  not 
fall  in  is  small,  if  few  reversions  have  fallen  in  during  the  period  between 
two  valuations  a  sum,  possibly  inconveniently  large,  might  have  to  be 
written  off.     In  a  case  where  there  is  a  large  volume  of  business  this  is 
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probably  not  a  serious  risk,  but  if  small  the  first  method  is  preferable.  The 
first  method  is  also  preferable  where  business  is  new,  as  a  reversioner  is  not 
likely  to  sell  a  reversion  unless  the  life-tenant  is  at  least  in  fairly  good 
health.  Consequently  the  rate  of  mortality  for  the  first  few  years  is  likely 
to  be  light,  and  few  reversions  will  therefore  fall  in. 

(3)  Provide  for  interest  by  means  of  annuities  set  up  in  the  books  of 
the  ofidce.  The  amount  available  for  the  annuity  fund  will  be  the  difference 
between  the  sums  in  reversion  and  the  value  of  the  reversion.  The  amount 
of  this  annuity  fund  would  be  entered  as  a  liability  in  the  balance-sheet, 
and  added  to  the  cost  of  the  reversions  on  the  asset  side.  This  is  in  harmony 
with  our  formula  l-d{l  +  a),  the  1  forming  the  sum  in  reversion  and 
d(l  +  a)  the  annuity  fund  to  provide  interest  on  the  1.  The  net  results  of 
this  method  are  the  same  as  that  of  (2). 

Should  the  reader  desire  to  pursue  the  study  of  reversions  further,  he 
will  find  many  valuable  papers  by  different  authorities  in  the  Journal  of 
the  Institute  of  Actuaries.  A  bibliography  of  such  papers  is  given  in  the 
Transactions  of  the  Faculty  of  Actuaries,  vol  i.  p.  95.  N.  Campbell. 

Royalty. — In  connection  with  patents  a  sum  is  usually  paid  to 
the  patentee  on  every  article  made  or  sold,  and  in  the  case  of  the  pubhca- 
tion  of  a  book  it  is  customary  to  pay  the  author  a  fixed  sum  on  every  copy 
published  or  sold.  These  payments  are  known  as  royalties.  Lessees  of 
mines  pay  royalties  to  the  lessor  or  owner  of  the  property,  calculated  at  so 
much  per  ton  of  the  mineral  raised  or  a  fixed  sum  per  acre  worked.  In 
other  cases  the  royalty  varies  with  the  price  of  the  mineral.  In  most  cases 
of  mines  the  lessee  is  required  to  pay  a  minimum  rent  of  a  certain  amount 
merging  in  a  royalty  no  matter  whether  the  output  of  mineral  justifies  it 
or  not.  If  the  rent  is  in  excess  of  the  amount  of  royalty  due  as  calculated 
on  the  output,  the  difference  is  called  "  short  workings,"  and  the  amount  is 
generally  recoverable  by  the  lessee  out  of  future  royalties  which  are  in 
excess  of  the  minimum  rent.  The  amount  of  "  short  workings  "  is  carried 
forward  as  an  asset  in  the  lessee's  books  if  it  is  absolutely  certain  that  the 
amount  will  be  recovered  in  future  years  by  the  increase  of  the  output. 

Rupee. — The  standard  silver  coin  of  India,  weighing  180  grains 
eleven-twelfths  fine.  The  exchange  value  of  the  rupee  is  about  Is.  4d., 
but  its  intrinsic  value,  in  consequence  of  the  fall  in  the  price  of  silver,  is 
much  less.  The  symbol  "  Ex  "  denotes  ten  rupees.  Large  sums  of  rupees 
are  expressed  in  lacs  and  crores,  the  lac  being  100,000  and  the  crore 
100  lacs. 
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